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YOUTH EMPLOYMENT AND THE MINIMUM WAGE 



WEDNESDAY, JUNE 27, 1084 

Congress of the United States, 

Joint Economic Committee, 

Washington^ DC. 
The committee met, pursuant to notice, at 10 a.m., in room 340. 
Cannon House Office Building, Hon, Daniel E. Lungren (member of 
the committee) presiding. 

Present : Representatives Lungren and Scheuer. 
Also present : Charles H. Bradford, assistant director ; and Deborah 
Clay-AIendez and Mary E. Eccles, professional staff members, 

OPENING STATEMENT OF REPRESENTATIVE LUNGREN, PRESIDING 

Representative Luxgren. I am very pleased to welcome two dis- 
tinguished economists, Mr. Walter Williams of George Mason Univer- 
sity and Mr. Paul Osterman of Boston University, to today's hearing 
of the Joint Economic Committee. Mr. Williams and Mr. Osterman 
have come here today to testify about the serious problem of youth 
unemployment faced by our Nation and about the relationship be- 
tween youth employment opportunities and the minimum wage. 

During the past V/ 2 years of economic recovery general labor 
market conditions have improved. Unemployment among adults has 
fallen precipitously. Vet unemployment among youth persists at an 
unacceptable level. We cannot rely, evidently, exclusively on economic 
{growth, however sustained and vigorous, to help our youth find the 
Jobs they seek under present conditions. 

Over the course of the past 30 years there has been a well-docu- 
mented rise in the level of youth unemployment. For all youth aged 
HI-ID, the unemployment rate grew from- 12.0 percent in i954 to 17.8 
percent in 1080, and to 18.5 percent in May of this year. Over these 
same three decades the gap between unemployment rates of the white 
and nonwhite youths grew from virtually zero to more than 25 per- 
centage points. In May of this year the unemployment rate among 
black youths aged lfi-lf) was 42.3 percent. The rate for Hispanic youth 
was 21.7 percent. 

As dramatic as they are, these unemployment figures understate the 
true severity of the problem because they do not take into account 
youths who, discouraged by previous failures to find a job, have ceased 
to actively search for employment. 

Unemployment among the voting is a tragedy that should be of 
concern to all Americans. In the past efforts to deal with youth unem- 
ployment through programs linking education and training to em- 
ployment opportunities have achieved widespread bipartisan support. 

(1) 
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Manv of the provisions of I ho .Job Training Partnership Act enacted 
in 1J)S'J are specifically designed to help disadvantaged youth obtain 
the (pialitieations required for productive jobs in the private sector. 

It is clear, however, that much more needs to he done, and it may 
now be time to try a different approach. In an effort to expand em- 
ployment for unskilled youth the administration has proposed the 
enactment of a youth employment opportunity wage. Under this pro- 
posal youth below the age of *2i) could be paid a wage of $ii.50 per hour, 
75 percent of the existing Federal minimum wage, during the summer 
months. The youth employment opportunity wage is intended to com- 
plement rather than to substitute for existing youth programs such as 
the targeted jobs tax credit, the Summer Youth Employment Pro- 
gram, and the training programs available to youth under the Job 
Training Partnership Act, 

The proposal is innovative, controversial, and it is sparking a 
national debate about the nature of youth unemployment and the rela- 
tionship between youth employment opportunities and the Federal 
minimum wage. Its endorsement by the National Conference of Black 
Mayors on April 18 is stimulating even more discussion. It is my hope 
that this mornings hearing of the Joint Economic Committee will 
provhlu an open and informative discussion of the evidence relating 
to this important issue and not merely be focused on the administra- 
tion's proposal, but the nature of the problem of youth unemployment 
as well as the impact of minimum wage and other aspects, 

I think I would ask to start off with Mr, Pan 1 Osterman, associate 
professor of economics at Boston University, presently on leave as 
director of policy, planning, and evaluation, the Ofiice of Training 
and Employment Policv for the Commonwealth of Massachusetts, 

You may proceed as you wish, Mr. Osterman. 

STATEMENT OF PAUL OSTERMAN, ASSOCIATE PROFESSOR OF 
ECONOMICS, BOSTON UNIVERSITY 

Mr, Ostkhman. Thank you. 

I think it is clear why we are here. As you just indicated, the un- 
employment rates of teenagers in general are very high; the unem- 
ployment rate.-, of minority teenagers are shocking; and everyone is 
searching for a solution to that problem. Employment programs for 
young people have been the staple of employment training programs 
for the lasl IW years, and in recent decades, in addition to proposals to 
lower the minimum wage, there has been a wide variety of youth em- 
ployment training programs, particularly the so-called Youth Em- 
ployment Demonstrations Project Act under the last administration. 

flic issue thai 1 want to talk about today, is whether proposals to 
lower the minimum wage for youth, a differential minimum wage for 
young peoples are likely to be a significant solution to unemployment 
problems for teenagers and for minority teenagers in particular. A 
complete prepared statement has been delivered to you. 

What 1 will do is to address three issues. 

First I will ask, Will proposals to lower the minimum wage accom- 
plish the objectives described by their advocates; namely, providing 
additional jobs for young people? 

6 
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bocond, I will usk whether tho policy is well targeted? That is to 
say, even if it did provide some additional jobs for young people, 
would those jobs go to the youths who most need them? 

Third, I will ask what are the costs of this policy? If the policy ac- 
complishes its goals, what price do we have to pay to achieve that? 

My conclusion will be that a lower minimum wage for youths will 
provide some additional jobs. Those jobs are not well targeted; that 
w to say, they are unlikely to go to the young people who most need 
them; and that the cost of providing those jobs will be quite high in 
terms of lost employment opportunities for adults. 

After I make this ease, I will then talk about what I think a more 
hopeful and positive youth employment policy might look like. 

So the first question I will address is, Will additional jobs be created 
for young people? 

The theory behind lowering the minimum wage is very straight- 
forward. If a certain group of workers, for example, young people, 
are able to work for a lower wage, employers will use more of them 
relative to other possible sources of labor. In addition, because the 
wage hill overall will be somewhat lower, the total output of the econ- 
omy might rise, providing additional jobs. For example, it will be 
cheaper to produce hamburgers, the price of hamburgers might fall, 
additional young people might be employed, 

I want to make one caveat even at this point, and that is to say that 
the additional jobs which might result from this policy does not neces- 
sarily translate into a proportional decrease in the unemployment rate. 
And the reason for that is that as jobs are added to the economy, as 
we all know more people flow into the labor force. This is not simply a 
yoirth phenomenon ; this happens in economic recoveries for all demo- 
graphic groups. As more people flow into the labor force the unem- 
ployment rate will not fall proportionately to the new job creation. 

Having said that, let me go back to the main issue, whether a lower 
minimum wage for youth will generate any additional jobs. 

Many people are hostile to the notion of a lower minimum wage for 
youth; they are skeptical that, any jobs at all will be created. And it 
is easy to understand why that skepticism might exist. Throughout 
the postwar period, despite increases in the minimum wage, and 
despite increases in the coverage of the minimum wage, overall youth 
employment has risen, and risen quite substantially. 

For example, in lf>70 total 10 10 year old employment stood at 6.1 
million; in 1!>K0 it stood at 7.7 million. More strikingly, for white 
teenagers, but not for black teenagers, their employment-to-population 
ratios, that is to say, the fraction of white teenagers who are employed, 
has not declined at all in the postwar period, and in fact, the chart 
that the committee so thoughtfully provided indicates that. If you 
look at the graph for white teenagers yon will see that the empfoy- 
ment-to-popiilation ratio in 1 983 for white teenagers is roughly the 
same as it was much earlier in the postwar period. 

So in general the labor market for youths seems to have performed 
well throughout (he postwar period. * 

Tn order to discover a disemployment effect from increases in the 
minimum wage you therefore have to perform a what-if statistical 
experiment. Instead of discovering jobs that disappeared, you have 
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to ask how many jobs would have, been there had the minimum wage 
not boon increased. This kind of hypothetical what-if experiment is 
the staple of economists. That's how most economists make their liv- 
ing, running the kind of statistical equations that lie behind hypothet- 
ical experiments like that. In fact, studies of minimum wage have 
been an industry among economists. A recent literature review, a 
fairly definitive literature review, identified well over a hundred 
articles asking what if and performing different what-if experiments. 
The problem with these experiments is that the outcome is sensi- 
tive to technical issues and different researchers will arrive at some- 
what different conclusions, depending on how they use their data, how 
they define their terms, and so forth. Much safer than relying on any 
individual study is to look for a consensus among the studies and to 
see whether the hundred studies arrive at a general conclusion with 
which we can be confident. In fact there is a rough consensus, and the 
Minimum Wage Study Commission, which issued its report a couple 
of years ago, arrived at that consensus. 

The consensus was that increases in the minimum wage have a mod- 
est depressing impact on youth employment. The Minimum Wage 
Study Commission argued, on the basis of these studies, that a 25 per- 
cent youth differential would increase overall youth employment by 
between 2.5 and 5 percent. Using 1983 employment levels, what that 
translates to is to between 158,000 and 310,000 additional youth would 
be. employed if the 25 percent differential was in place. 

Now let me put those figures in some perspective, Tf we take the mid- 
point, say 237,000, the average between the low and the high estimates, 
and ask what the overall youth unemployment rate would be had those 
additional jobs been in place, the answer is that instead of a 22 percent 
unemployment rate it would have been 19 percent had no additional 
youths flowed into the labor market in response to those jobs. The more 
likely scenario, which T described, is that some additional youth would 
flow* into the labor market, and therefore the unemployment rate, in- 
stead of being 22 percent, would more likely have been 20.5 percent. A 
reduction, but hardly a major reduction. 

For black youths," if they got their share of those extra jobs, their 
unemployment rate, would have fallen from 48 percent to between 44 
and 40 percent, depending on what assumption you make about the 
labor supply. 

The point T want to make is that yes, some additional ]obs would 
have been created, but no, the unemployment rates for teenagers in 
general and for minority teenagers in particular would not fall to 
anvthing that any of us* would regard as acceptable levels. 

So my answer to the first question is, some additional jobs, yes; large 
numbers of additional jol>s, no. 

The second question I posed is. Is the policy well targeted? That is 
to say, would those additional jobs go to the people who most need 
them' The answer here, I think, is no, and the reason the answer is no 
is that most youths who work at minimum wage jobs come from fair- 
ly aflluent families. In 1980, using 1983 dollar amounts, 70 percent of 
all minimum wage workers who were teenagers came from families 
that earned at least $22,000 a year, and nearly 40 percent of all teen- 
age minimum wage workers came from families who earned $38,000 
a year or more. To ret>eat, large numbers of teenage minimum wage 
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workers come from affluent families, These people most certainly 
would get their share, if not more than their share, of the additional 
jobs created by a lower minimum wage for youth. The consequence 
would he that minority teenagers, low income teenagers who most need 
these additional jobs would get some but far from the lion's share 
of those jobs. 

Unlike the Job Training Partnership Act or the Summer Youth 
Program, whose johs are explicitly directed to economically disad- 
vantaged youths you cannot target who gets the benefits of the lower 
minimum wage, and in that sense it is a loose or a shotgun approach 
to the problem. 

The third question I asked is, What are the costs of this policy? 
Let's hypothesize. Tf we went ahead, lowered the minimum wage for 
youths, created some additional jobs, albeit jobs not necessarily going 
to those who are most in need, what price would we pay for that? I 
think there are two costs. 

The first cost is that a substantial number of adults would lose their 
job, 

The second cost is that the minimum wage as an institution would 
be undermined. 
Let me talk about adults first. 

The same logic that leads you to think that a lower minimum wa<re 
for youths would increase unemployment opportunities for youths 
leads you also to think that there would be some substitution of the 
youth workers for adult workers if employers could hire youth work- 
ers for less than adults. The consequence of that would be a substitu- 
tion effect. 

T do know that the legislation currently under consideration for the 
summer differential has a prohibition against substituting youth for 
adults, but that prohibition, in my view, is a dead letter, and the reason 
is because it only speaks to the most blatant case of an employer walk- 
ing in and saying to an adult, "I'm sorry, John, but I am going to lay 
you off and hire your teenage son." That is not how the substitution 
would occur. The substitution would occur as firms expand. Instead of 
hiring additional adults which they might otherwise hire, they will 
hire additional youths. As firms contract they will laj off relatively 
more adults than they otherwise would have and keep relatively more 
youths. 

Tn other words, it will be absolutely impossible to monitor or enforce 
the kind of prohibition ajrainst substitution which that legislation or 
any comparable legislation contains. The substitution will occur not 
through "you're out of a job, I'm hiring Sam, 51 but rather through the 
gradual replacement of adults by teenagers. 

The Minimum Wage Study Commission estimated that approxi- 
mately lietween r>0,000 and lf>0,000 adults would lose their jobs if a 
UT» percent differential for youth were enacted. If you take the mid- 
point, approximately H)0.000 adults would lose employment. 

To lend credibility to that argument, people should realize that 
most minimum wage workers are adults, not teenagers. In fact well 
over fill percent of all individuals who work at the minimum wage are 
over the age of LH. Of those people, 70 percent are adult women. So 
there are large mnnliers of low income adults who work at minimum 
wage whose jobs would be endangered by this policy. If the differen- 
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tial wage wore enacted wo would face the prospect of affluent, well-off 
teenagers l>eing substituted for poor adults. Virtually all adults who 
work at the minimum wage are poor, Large numbers of teenagers who 
got. these additional jobs would be from affluent families, We would 
have well-off teenagers displacing poor adults. I would argue that that 
is quite poor social policy. 

The second cost of a youth differential would be that it would un- 
dermine the minimum wage itself. It would do so in several ways. 

Ijot rue step hack, It is clear how a youth differential would under- 
mine the minimum wage, It would be a very substantial exception to 
the law and the law would lose* teeth over time. The question we should 
ask is, Is it desirable to undermine the minimum wage, is the mini- 
mum wage itself a good institution ? Now that's a very broad question, 
and I can't go into that in a great deal of detail, lx»t me argue, though, 
that there are good reasons to support the minimum wage as an 
institution, 

First, it provides benefits for poor people. That is to say, the total 
income flowing to poor people is higher as a result of the minimum 
wage. 

Two things happen witli the minimum wage. Some jobs disappear, 
as I have argued or admitted. 0:i the other hand, those people who 
work do so at a higher wage. In fact all of the evidence in the eco- 
nomics literature suggests that the higher wage effect is larger than 
the job disappearance effect, On balance, poor people as a group have 
more aggregate income as a result of the minimum wage, Not a great 
deal more, but more. The minimum wage is a positive redistributional 
tool. 

The, second reason the minimum wage is desirable is that it is part 
of a package of enforcement to prevent substandard labor conditions. 
Sweat shops that hire undocumented workers — and I know this is an 
issue of special concern to their chair of the committee — don't pay the 
minimum nape and they don't adhere to hours laws and they don't 
ndhere to occupational health and safety standards. Substandard con- 
ditions are part of a package, and avoidance of the minimum wage is 
a significant piece of that package. Enforcement of the minimum wage 
would go a long way toward eliminating other substandard conditions, 

The point, then.' is that the second cost of a youth differential is 
undermining the minimum wage, but I would argue that the minimum 
\va£c itself is a desirable institution. 

Lot me summarize what I have said. 

First. I've agreed with advocates of the proposal that there would 
hn some additional jobs created were a youth differential implemented, 
There may be some disagreement about the number of jobs, however, 
and we can come to that. 

Second, I've said that those jobs would not go to those youths who 
most need them, 

Third, I've said tho^e jobs would come at substantial cost: Loss of 
jobs for adults and undermining the minimum wage. 
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Lot me just say a few words about the summer differential itself. 

The summer differential, which is the legislation which is under 
consideration now, would enact a differential for only a summer 
period. In fact the youth labor market in the summer works remark- 
ably well. Last summer between April and July an additional 2.5 mil- 
lion jobs were created by the economy for youth. Of those, 1.7 million 
were private sector jobs, The economy seems to perform quite well in 
providing summer jobs. That's the first point. 

Second, the est imates of additional jobs to be created by the summer 
differential, the estimates I've seen from the administration on the 
order of 400,000, 1 think are wildly too high. And the reason for that 
is because they are based on the statistical evidence that I've gone 
through earlier. The administration has chosen the high, the most ex- 
treme of those estimates, but all of that statistical evidence is premised 
on a differential year round, a permanent differential, not a 3- or 4- 
month-differential. The additional jobs created by a temporary dif- 
ferential would be far fewer — and I could go through the logic later 
on, if you are interested — than those created by a permanent differen- 
tial. So the administration estimates are much, much too high on addi- 
tional youth employment. 

If lower minimum wages are not the way to go, what is? Basically 
the problem in the youth labor market is a problem with two groups: 
Dropouts and minority youth. Dropouts because there is clear evidence 
that the large numbers of people dropping out of our school systems 
suffer much greater economic deprivation than do people who grad- 
uate from high school, even if they don't go on to college. And there 
is also good evidence that illiteracy rates are very high and are rising, 
particularly among minorities, and the dropout rotes are high and 
rising. 

The second problem in the youth labor market is the minority un- 
employment problem. The labor market for black and Hispanic teen- 
agers has collapsed, just absolutely collapsed, and the collapse is 
sharpest in the lf)70's. 

The causes of that collapse are complex. They have to do with move- 
ment of jobs from the inner city to the suburbs, from poor schools, 
from racial discrimination, from the change in the labor market from 
a labor market emphasizing blue-collar jobs to a labor market em- 
phasizing white-collar jobs, from increasing competition from undoc- 
umented workers and women. 

The solutions have to be equally complex. They cannot be simplistic 
in the sense of a simple differential in minimum wage. 

If you are interested about details on what those solutions might 
look like, my view is what is needed are for the relatively small num- 
bers—when T say relatively small I mean that all unemployed teen- 
agers do not need assistance; rather a subset, a small fraction of that 
group, needs substantial assistance. For those individuals what is 
needed an 4 , first, training programs which combine remedial educa- 
tion, skill training, and behavioral therapy or assistance. Second, 
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those skill training programs must bo substantial, They can't be quick, 
fi-month programs, as is typically the ease. We. need to have programs 
that work closely with the school systems to prevent dropouts, and it 
is possible to generate such programs. And we need alternative educa- 
tion programs for individuals who have already dropped out, 

I would be. happy to go through those kinds of programs with you 
if you are interested. 

The point I want to make is that we have had substantial experience 
with youth employment training programs, we have a good sense, of 
what works for dropouts, we have a good sense of what works for 
people who are potentially dropouts, we know how to address the 
problem, we have the tools at hand, and rather than a shotgun policy 
approach, which is what the youth differential minimum wage is, we 
could, if we. wanted to, design a creative youth employment program. 
Thank you, 

[The prepared statement of Mr, Osterman follows:] 
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Pkkparkp Statkmknt of Paul Osterman 

My naae la Paul uateraan. I aa Aaaoclate Profeeaor of Econoalca at 
Boston University. I rscsntly completed s yeer'e tera ss Director of 
Policy, Planning, mn4 Evslustion for ths Offlcs of Training and Eaployment 
Policy in the Coaaonwsalth of Meeaachueette. In this position I hald major 
reeponelblity for tha laplsasntstlon of ths Job Training Partnsrshlp Act* X 
havs alao ssrvai as conaultant on saployasnt policy to s wide variety of 
public and prlvats agendas and aa prassntly a aaabar of a National Academy 
of Scianca pansl charged with reporting on the current atate of Knowledge 
concerning youth eaployaent progress. 

My taak today la to dlacuas the aerlta of ualng varletlona in the 
legialated alnlaua wage aa a tool for remedying youth unaaployaent. Aa you 
well know, thla haa been a controveralal auggeatlon for years <rid there ere 
aeny advocatea of the view that a reduction of the alnlaua wage for youth 
would be an laportant and dtalrable atap. Thla propoael wee rejected by the 
Mlniaua Wage Study Coaalaalon but hat* taken on new currency with recent 
propoaad leglalatlon to reduce the alnlaua wage for youth during the eummer* 

It la not hard to understand why youth unaaployaent ehould be e aatter 
of auch preaalng concerning* Unaaployaent rates for young people are elweys 
high and for black youth the ratea are at cetaetrophlc levele* For seny 
young people, particularly at the end of their teen yeare and in their early 
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twentlea, parsU^uw jneaployaent aey forcloae tht opportunity to aeture 
Into productive working adulthood. Furtheraore, social pathologiea—criae, 
eutoaoblle accldenta, drug uae and avan aulclde--are linkad to high 
uneaployaent. 

A lower ainiaua waga for youth appaara at firat glanca to ba a vary 
attract iva aolution. Slaple aconoaic thaory auggaata that new joba would be 
iada availabla to youth at what ia eaaentlally zerc budgat coat to tha 
Fadaral govarnaant. 

In ordar to aora carafully axaaina thia iaaua X will raport tha 
avidanca on thraa kay quaationa which auat ba aakad about any policy: 
U> will tha policy accoapllah lta objectivea? (2) la tha policy wall 
targattad? (3) what ara tha coata of tha policy? 

Ny concluaion la that a dlffarantlal ainiaua waga for youth la a 
poor ldaa. Whlla it la trua that aoaa additional youth joba would raault 
tha nuabara will not ba larga anough to hava a algnlf leant lapact upon youth 
uneaployaent. Furtharaore, tha jobe will not ba wall targattad: tha 
aajorlty will go to youth froa well off faalllaa rathar than to thoaa who 
aoat naad halp. Finally, tha coata of tha policy ara too high. In 
particular* aany of the additional youth joba woul<* t^j at tha expenae of 
adulta and thla aaaaa a vary poor trada-off . 

If a youth dlffarantlal to tha ainiaua waga la poor policy* how ahould 
wa procaad? I will concluda ay taatlaony by daacrlblng aoaa of tha alaaanta 
of a dealrable aaployaant program for youth. 

Will a Reduced Hlniaua Waga Allaviata Youth Uneaployaent? 

Tha chief attractiveneaa of propoaala to reduce the ainiaua wage for 
youth la that additional youth joba will raault and unaaployaant will fall. 
Tha aechaniaa la quite alaple: eaployera will be free to hire youth at a 
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lower waga and therefore for any given lavel of output it will ba econoalcal 
to uu sort youth labor* Thar* aay alao ba an effect via product price! aa 
lower wagaa raduca coata tha prlcaa of gooda producad with alnlaua waga 
labor (for exaaple. heaburgera) will fall, aora will ba conaueed. and tha 
daaand for labor will ehift out* 

It la worth noting avan at thla point that tha lncraaaad eaployaent 
pradlctad by thla logic doaa not nacaaaarlly laply raducad unaaployaant* Aa 
additional joba ara craatad aora young paopla aay chooaa to antar tha Jebor 
forca. Tha aaaa phanoaanon occura during bualnaaa cyclaa whan aaployaant 
growth doaa not bring corraapondlng raductlona In uneeployaent* Indeed, avan 
aconoalata who enviaion a larga aaployaant gain foraaa a eeeller than 
proportional raduction in unaaployaant* 

Dafandara of tha alnlaua waga oftan argua that tha aaployaant affect 
outlined abova la non-existent* Tha reaeon for thla akeptlclaa ia aesy to 
diacover: deeplte the increasing alnlaua wage the econoay hee grown and 
youth aaployaant levela have rlaen* Evan In the econoalc turaoil of the 
laat decede eaployaent of 16-19 yeer olde roae froa an annual average of 6*1 
Million in 1970 to 7.7 ailllon in 1980. Indeed, for white youth there hee 
been no deterioration in the lebor eerket during the entire poat-war period* 
The percentage of white 16-19 yeer olde eaployed in 1^0 wee .40 while thle 
April it waa .45 

In order to diacover tha lapact. of the alnlaua waga upon eaployaent one 
auat perfora e statistical "what lf H experlaant* What* the econoalst end 
statistician ask. would youth eaployaent have been If the alnlaua wage had 
not been increased or coverage expanded over soee period of tlae. Engaging 
in such studies hes been e aejor industry aaoung econoaists. Indeed e 
recent definitive literature review lists over 100 articles* Beceuse of the 
hypothetical nature of this rasearch it is vary dengeroua to accept the 
findings of any one study or researcher. Each atudy requlree certeln 
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unprovable aaaumptiona end complex data Manipulations. Tha far more 
reaponalble couraa la to raviaw tha lltaratura and dataralna whether a 
conaanaua eaergea froi tha dlaparata approacha and methodoiogiaa. 

Tha Minimum Waga Stud/ Commission performed just this taak. It 
reviewad virtually tha antlra lltaratura, conducted aavaral naw studies, and 
arrived at a claar conaanaua on tha flndlnga, Tha two kay flndlnga ware: 



o youth employment lavala are raducad by tha minimum waga 

o tha aagnltuda of tha lapr.ct la not large anoug) have a 
significant effect upon the problem 

To make thaae flndlnga concrete conalder the Coaalaelon'e concluelona 

concerning the effect of a twenty-five percent youth differential In the 

minimum wage (not juat limited to the euaaer). The Coaalaalon concluded 

that had the policy been lapleaented In 1980 it would have increeaed youth 

employment by betwoen 2.5 and 5 percent. Ualng 1983 employment levele thia 

tranalataa into between 138,000 and 316,000 additional joba. What do theae 

eatlmatea imply7 



o If we work with the mid-point of thia range (237,000 joba) and 
aeaume that no additional youth enter the lebor merket then 
youth unemployment In 1983 would heve fallen from 22 percent 
to 19 percent. However, additional youth almoet certalntly 
would have entered end unemployment mora likely would have 
stood at about 20.5 percent. 

o If black youth had gotten their porportionel share of theae 
jobs and if there waa no lncreaae In labor force participation 
than their unemployment rete wou?d heve fallen from 
48* percent to 46*. The expectec lncreaae In labor force 
participation would have left unemployment at 47*. Even 
if black youth received double thalr ahare of theae additional 
joba and there waa no increaae in labor force participation 
unemployment would atlll have stood at 44*. 



What conclualon doea one draw from flgurea auch ae thaae? It le 
apparent that a youth differential for the minimum wage can create some 
additional employment. The evidence suggests that It la Incorrect to ergue 
that the minimum wage is irrelevant. However, It is equally important to 
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be clear that there la no good evidence that high vouth uneaolovaent, 
particularly among minority teens, would be aubstantlallv iaoacte d bv a 
raduction in tha ainiaua wage . Unemployment rataa would atlll ba ragardad 
aa at crisia lavala. Tha minimum waga ia nalthar tha cauaa nor tha solution 
to tha problaa. 

la a iuuth Dlffarantial Wall Taroetted? 

If a dual minimum waga waro anactad would tha additional jobe go to 
thoaa youth noat In need? Tha anawar to thla quaation provldaa avldanca on 
how wall targettad tha policy la. Wa know, for example, that aoaa youth 
employment prograaa can ba vary accurataly dlractad to thoaa In naad: for 
example* prograaa under tha Job Training Partnarahlp Act ara only available 
to youth whoae families are below the poverty line. How would a dual 
aininum wage compare7 

Noat youth work at or near the alnlaua wage and thla aeana that 
whatever additional jobe are created by a dual alnlaua would be equelly 
distributed acroaa all teenagere regardleae of faaily circuaatance. In 1978 
70* of all teenagere working at the alnlaua wage were froa faalllee with 
lncoaea greater than *15,000 ( or $22*905 In 1963 dollara) and 37x were froa 
faaillea with lncoaea greater then »23,000 (or *38,175 In 1963 dollara). 
Hence there la no reaaon to believe that youth froa poor faaillea would get 
aore than their ahare of extra eaployaent. This conclusion la further 
atrenghtened by the concluaion of the Nlnlaua Wage Study Coaaleelon that 
there la no evidence that minority teens would gsln relatively more joba 
than white teena.* 

It therefore aaaae apparent that reducing the alnlaua wage ia a shotgun 

i 

Raoort of t ha Mlniaua Wage Studv Commlmalon. Vol. I, p. 40. The dete on the 
incoae distribution of teenage alnlaua wage workers is drawn froa the aeae 
aource* p. 19. 
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policy which wouIl not focus it* impact upon those who need help, The 
benefits of the policy wou*d be dissipated. 

What Are tho Comts of Reducing the Minimum wage for Youth? 

Thue far I have ahown that the reducing the minimum wage for youth will 
not have a substantial impact on the youth unemployment problem ani that It 
la a poorly targetted policy. Hence, the advocates of the policy have 
probably exageratad the benefits. But still, one eight well ask, why not 
proceed albeit with reduced expectations? After all, some additional 
eiploysent for youth in need will be created. Why the opposition? 

Reducing the minimum wage for youth la a bad idea because it will 
entail coata which far outweigh the modest benefits of the policy. Two 
costs stand out: 

o Reducing the minimum wage for youth will cost adults work; 

o Reducing the minimum wage for youth will undermine the 
minimus wage as a tool for social policy. 

Coat Number One; Job Loss for Adults 

In this testimony I have Indicated that a reduced minimum wage for 
youth may result in some additional Jobs for young people. It is now 
important to understand that these addi tional lobs are not necessarily new 
lobSi rather many will come from the substitution of youth for adult labor, , 

It is quite obvious why this will happen and in fact the same logic 
concerning the relationship of wage levels and employment used by advocates 
of a reduced minimum wage for youth leads to this conclusion. If the coat 
of youth labor is reduced below that of adults employers will prefer, when 
feasible, to hire the cheaper youth. 
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It la important to underatand that the lost of adult jobs la not juat 
an abatact theoretical concern. To aee this conalder that moat minimus wage 
workers In America are sdulta. not youth. That la, the majority of all 
people who earn the minimum wage or leaa are adulta. Specifically, In 1980 



Furthermore, of those minimum wage workera over ege 24, 70* are women. 

The Minimum Wage Study Commission reached a similar conclusion. Their 
beat estimate waa that If a twenty-five percent youth differential in the 
minimum wage were enacted at least 100,000 adult jobs would be taken by 
youth. 2 

It la very important to understand that aubatxtution of youth for 
adults cannot be avoided, aa H.R.5721 and S.2687 aeek to do, simply by 
prohibiting It in the legislation. Such e prohibition at beat preventa the 
blatant case of a company laying off an adult and hiring a youth. 
Successful enforcement even In this caae la highly unllkly especially alnce 
most companies affected by the le.lalatlon are non-union. However auch 
simple and ealsly Identifiable displacement will not be the moat common 
practice. Rather, the substitution of youth for adulta will come not 
trough layoffs but rather by changes In the pattern of hires. As a company 
grows, jobs which would otherwise have gone to adulta will go to youth. 
This pattern of subatition is Impossible to prove or prohibit. 

If we combine the facts that most youth who work at the minimum wage 
come from well off faailiea and most adulta who work at the minimum are poor 
then we have the very real and quite disturbing probability that, a 
2 

Report of the Minimum Wage Study Commission, p, 47 



u 30. 6* of minimum wage workera were aged 16-19 



o 17. 4* of minimum wage workera were aged 20-24 



o 45. 4X of minimum wage workera were eged 29-64 



o 6.4* of minimum wage workera were eged 65 and above 
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differential ainimua wage will lead to the displacement of Poor" adults by 
well off ^aenaqera. Thia la likely to occur In aufflclent numbers to craata 
serious lnequltlea. 

Tha question facing proponents of a reduced alnlaua wage for youth la 
therefore whether the relatively modest benefits laid out above should be 
purchased at the coat of adult osploysent. There la no technical or 
strictly economic answer to thla question. However, I believe thet once 
posed In this manner moat people would agree that such an action would be 
poor public policy. 

Cost Number Two? Th e Erosion of tha Minimum Waos 

Modification of the Fair Labor Standards Act In such s substantial way 
as permitting dual minimum wage for youth will severely undermine the 
principle of the minimum wage. The legislative history of the FLSA makes 
clear that protection of adult workers from low wage competition from youth 
was an Important goal of the Act. In addition, the framers of the 
legislation Intended that there be a floor, with reapect to wages, hours, 
and other employment conditions, below which employment practices could not 
fall. Narrow exceptions are permitted but none as broad as those 
contemplated here. 

If the minimum wage per ae is In jeopardy then we should ask whether it 
Is worth saving. The answer seems to me to be yes and the basic reason is 
that the Minimum wage provides effective redistributional benefits for the 
poorest of the nation'a workers. First, the aggregate wage gain by. those 
who find work at the miniaum when they would otherwiae work for leas is 
larger than wageo lost due to dlsemployment effects. Put differently, the 
total earnings of the working poor Is higher than it would be were the 
minimum wage eliminated. 
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Second, enforcement of the mininum would also prevent exploitative 
condition* along other dimensions of the employment relationship. For 
example, the swaatahop conditiona often found in garment shops employing 
undocumented workers are part of a total "package" one aspect of which is 
avoidance of the minimum wage, If '.hw minimum wage were enforced employers 
would find it more difficult to maintain other sub-standard conditiona. If 
the goal of public policy is to prohibit working conditions below a certain 
threshold then the minimum wage is a uaeful tool. 

Summary of Argum ents Concerning the Dual Minimum Wage 

The material I have presented is structured around three key facte and 
the conclusion which I draw from these. The facts are 

1. A dual minimum wage would create additional jobs for youth but not 
enough to reduce unemployment to anywhere near acceptable levels. 

2. The benefits of the duel minimum wage would be dispersed among 
many young people who come froi families with high incomes. 

3. The modest employment gains for youth would come at considerable 
cost. First, a substantial number of adults would lose 
opportunities for employment. Second, the minimum wage per se 
would be undermined and sub-standard employment conditions would 
spread . 

The conclusion I drew from these findings is that a dual minimum wage 
would be a poor policy, The same arguments apply for a dual minimum limited 
to the aummer months, it la Liu* tnst. Ln« damage would be reduced by 
Uniting the exception to the summer but by the some token the benefits 
would also be roducfld. In fact, the summer lsbor market for youth works 
very well. In April of 1983 there were 5.7 million teens were employed yet 
by July of that year an additional 2,4 million had found employment. The 
unemployment rate was actually lower in July than in April. Improving the 
operation of the aummer youth labor market, while perhaps helpful, is hardly 
the most ;mportant priority with respect to youth unemployment. 
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The crlala of youth employment cannot be solved by reducing the minimum 
wage. Furthermore, the crieia 1a nuch more serious than la suggeated by 
ssphssizlng tha summer months. In concluding thla testimony I will offar 
aome comments concerning poaltlva approacha for addressing tha youth 
aaployaant probles. 



Propoaala to lower tha mininum waga for youth ara not baaad on a 
careful underatanding of what Ilea behind the perceived crlala of youth 
employment. A more thoughtful analysis will yield more uaeful etretegiea. 

It la a mistake to think of youth employment dlfflcultlea ae one vaat 
undifferentiated problem . Rather, there ere aeveral different youth 
employment laeues and each requires a different approach. Furthermore, not 
all are equally serious. 

For moat youth, uneaployment la a paealng phaae aaaoclated with entry 
into the labor market and early experimentation* Aa theae young people grow 
older they will settle down into stable career patterns. 3 The alaple fact 
that youth unemployment declines sharply with age la evidence of thla 
pattern. At the aost theae youth--and they repreaent the majority of the 
unemployed—require aone part-tine work to get thea through the aaturatlon 
phase and to supplement family income. Many employment and training 
programa, particularly the summer jobs program, aeet theae needa. 

The real youth employment crlala la concentrated among high actool 
drop-outs and Minorities. The drop-out issue Is serious because there la 
strong and convincing evidence that those who leave achool early will face 
aerious barriers in finding good work. There la a clear relatlonahlp between 



These argunents are developed more filly in Paul Osterman, Getting: Started? 
the Youtf> Labor Market . (Cambridge, M.I.T. Preaa), 1980 



Strataglee for Addreaalng the Youth Employment Problem 
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drop-out atatua and economic wall being. For example, In 1960 37* of thoaa 
with an eighth grade education or laaa and 24* with leaa than a twelfth 
grade education were economically dlaadvantaged compared to 12* with a high 
achool degree, 9* with aome college, and 5* with a college degree or better. 
Drop-out ratea are very high In central city areaa and eany obaervera 
believe they are rising. Programa to prevent dropping out and to provide 
remedial education to those who do leave achool repreaent a real attempt to 
coae to grips with the true issue. 

The ainorlty eaployeent problee la even acre aerloua because the labor 
market for thee haa virtually collapaed. As noted above, the unemployment 
rate for black youth Is a staggering 44*. Furthermore, while the 
percentage of white youth able to find work has remained steady In the 
postwar period the percentage of black youth who are employed has plummeted. 
Especially troublesome has been the record in the 1970s. While In 1970 28* 
of black youth held jobs in by this April the figure stood st 18*. By 
contrast, the reapectlve figures for white youth were 45* both years. 

Understanding why minority employment patterns have been so dismsl la 
beyond the scope of thla teatimony. However, aeong the factora which need 
to be serloualy considered are poor educational ayateas in central citiea, 
the loos of central city employment to the suburbs, rising competition from 
the large numbera of adult women and undocumented workera who have entered 
the labor market, and peralstent racial discrimination. 

In order to provide a aenae of the magnitude of the youth employment 
problem we face consider the following dismal statistics: 



o A conservative estimate Is that each year 700,000 youth 
loave high school without graduating. By age 18 and 19 
black teens have e drop-out rate nearly 60* higher than 
that of whites and the rate for hiapanica is even higher; 

o The National Assessment of Educational Progress estlmstes 
that while 13 percent of all 17 year olds sre functionally 
Illiterate, that percentage increases to 44 percent 
for black youth and 56 percent for hispanlcs; 
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o In 1963 emong 16-19 yeer old white youth the number 
who were neither working, attending school* or keeping 
house (and hence were economically Inactive) 
was 2.3 million or 16* of the cohort. 
For blacke the comparable figures are 674 thousand 
and 30 percent of the cohort. Among 20-24 year olds 
the comparable figures are 2.3 allllon and 13 percent 
for whites and 617 thousand and 30 percent for blacks. 

There heve been aany employ*ent and training programs aimed at 

drop-outs and at Minorities and almost aa many evaluations. Many of the 

evaluation* were carefully done and we have In hand some good evidence 

concerning what works. Several conclusions stand out: 

o It Is possible for progrem operetors to efficiently 
create short term training or work experience programs 
for young people* Theae are often in job sites which 
provide lmportent and useful community services, for 
example day care, elder care, or tutoring. Theae programs 
aucceed In providing tranaltlonal help for youth In the 
auamer or during the echooi year as as such heve a role 
to play In the mix of manpower services. However, the 
evidence suggests thet they have no long term Impact on 
education levels or employment prospects. Hence they are 
not likely to help those youth who fece serious employment 
barrlera. Probably too large a fraction of training resources 
have been devoted to programs of this sort. 

o Although short term training has little long lasting payoff 
those programs which make substsntlsl Investments 
In skills training and In remedial sducstlon seem 
to significantly Improve employment prospects. 
Therefor, to assist youth most In need 
major lntei j> itlons are neceasary but If the committment 
exists then good results can be expected. Practically 
apeak ing this mesns programs which last at least a year 
and which combine training, education, and supportive 
aervlcaa. 

* °rograms must emphasize basic educational akilla as well 
aa job apeclfic training. Flexible no-traditional 
curricula outside the framework of regular achools 
seem to work best for drop-outs. 

o The evidence on the ability of employment and training 
to work with the public schools In reducing drop-out rstes 
is mixed. Those models which show success imply thst strong 
incentives for institutional cooperation combined with credible 
promises of jobs after graduation are moat likely to succeed. 



What this brief review suggests is that an effective youth employment 
strategy will mix several different prograaa approachs. For some youth It 
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tuff idea to provide temporary part tine work. Programe of this sort have a 
role to play but should probably claim a aaallar ahara of raaourcaa. For 
youth who hava left achool and ara In trouble long tara prograaa which 
combine skill training and remedial education hold out good promise. 
Finally* sore thought naeda to ba glvan to how to work with the public 
schools to reduce drop-out rates. 

The employment and training prograaa iaplled above--iong tera training 
with a atrong baalc educational component- -ore aore expeneive per youth than 
the typical prograaa which hava historically dominated the youth employment 
scene. However, it la important to keep in mind that moat unemployed youth 
do not require auch mi forte. The key to successfully addressing youth 
eeployment probleee Ilea In identifying the relatively aaall group of youth 
who require aubatantlel interventions and then providing them with the 
quality of programs which we would lnalet our children receive if they 
needed help. Such an effort would conatitute a aerioua attempt to addreaa a 
problem which threatens not only tho youth theaaelvea but alao aoclal 
stability. 
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Representative Lunoren. Thank you very much, Mr. Osterman. 

Now wo will hoar from Mr. Walter Williams, author of the "State 
Against Macks," and a member of the Department of Economies at 
George Mason University. 

You may proceed as you wish. 

STATEMENT OF WALTER E, WILLIAMS, PROFESSOR OF 
ECONOMICS, GEORGE MASON UNIVERSITY 

Mr. Williams, Thank you. 

You have my prepared statement and I am not going to rehash the 
things that it says. I would like to spend more of my time perhaps 
responding to your questions after I make just a few remarks. 

The first thing I think that we are all compelled to observe is that 
back in 1948, before there was any Government Manpower Training 
Program, teenage unemployment in general was much lower than it is 
today. In fact for some age groups among blacks, most notably 16- 
year-olds, their unemployment rate was lower than that of their white 
counterparts; namely, 9.4 for black teenagers 16 years old and 10.2 
for whites. 

We have seen that as the number and size of Government programs 
have increased the climbing rate of unemployment continues among 
teenagers in general and black teenagers in particular. And I am 
amazed at anyoody who would recommend another Government pro- 
gram to take care of it, because who can stand up in his right mind 
and say that after years and billions of dollars of UETA money spent 
that it has been a success and the unemployment among teenagers, par- 
ticularly black teenagers, is no longer a problem? 

The problem of unemployment among teenagers is quite critical. I 
don't care what race of teenagers you are talking about, because all 
teenagers need to get out and have the opportunity to learn how to 
find jobs, make labor market mistakes at a time in their lives when 
labor market mistakes aren't as costly as they would be at other times 
in their life when they have dependents counting on them for a con- 
tinuous source of income. 

But early work experiences are even more critical for black youths 
to the extent that the Government schools in our cities deliver grossly 
fraudulent education to black teenagers, which suggests that it black 
teenagers don't acquire skills in the job market that will make them 
more valuable employees in the future, they will definitely not aenuire 
it in the school, because the school is not going to teach them anything 
that will make them more valuable employees in the future. 

So anything such as the minimum wage law which eliminates early 
work experiences for black teenagers especially consigns them to a life 
on the dole. And 1 might add that this hard core unemployment among 
many blacks is a new phenomenon in the history of blacks; that is, 
vou could not go through any literature starting with the emancipa- 
tion up until the IOBO'k and 10.70's and find hard core unemployment; 
namely, people having reached the age of 25 or 30 without having job 
experience. 
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I think Hint it would be quite wrong and quite misleading to say 
t lint thr minimum wage law is the complete villain of the piece, The 
minimum wage law has indeed destroyed certain kinds of jobs; namely, 
ushers, I remember as a kid when I 'was growing up back in the late 
1940s or early 1950's even neighborhood theaters had two or three 
ushers to show you to your seat, and today, if you go to a theater, even 
downtown, you mipht find one if you're lucky, and the reason why we 
don't have ushers in theaters today is not because Americans wish to 
stumble down the aisles in the dark to find their seats; the reason is 
that the minimum wage law has destroyed the t kind of job, 

T just might sav in passing that there are other villains, I recall them 
from my youth m the slums of north Philadelphia, For example, I 
delivered mail for the T T ,S. Post Office as u teenager during the Christ- 
mas holiday, Well, the American postal union is not interested in 
seeing kids do that kind of stuff, T swept out supermarkets after school 
and on Saturdays, The Retail Clerks Union, using the power that Con- 
gress has given it, can confront the supermarket owner wiMi the prop- 
osition : Either you hire the members of the Retail Clerkr, Tlnion or you 
get no labor at all, Tt just happens that a 13-, 14-, or 15-year-old kid 
cannot heroine a member of the Retail Clerks Union. 

Getting back to the minimum wage law, as my colleague pointed 
out here, one of the things about the minimum wage law he noticed 
was that high income kids are being employed at minimum wage jobs, 
Well, of course, Any economist who has learned basic economics can 
predict that the minimum wage law would discriminate against low 
skilled people. So when you raise the minimum wage law employers 
also raise their credentials for employment, and so thev will tend to 
weed out the people who are worth in terms of their hourly output 
less than the minimum wage law, Tt is not an evil spirit that makes 
the pin plover raise his credential standards; I believe it's a predictable 
theoretical response, 

T think that if you want to get a consensus on a theory in any sci- 
ence 1 don't can* whether it's physics, mathematics, or economics — 
you need to consult the introductory text in the particular field. And 
it turns out that if you consult the introductory text and see what they 
say about the minimum wage law, if they have a section on the mini- 
mum wage law, 02 percent of introductory texts will say that the 
minimum wage law creates unemployment for lower skilled individ- 
uals in the labor market, 

As a matter of fact. Congress in 1077 as a part of the 1077 amend- 
ments to the minimum wage law commissioned a minimum waw study, 
that commission which came out with this report in 1981 which was 
referred to earlier, 

I I is verv interesting, when von go through the study, in the studies 
that wore done bv the contracted economists ; virtually all of them con- 
clude that tin minimum wage law has some kind of unemployment or 
disemplovment effect, They disagree on the magnitude, which in the 
jargon of our language is an elasticity question, But if you read 
through volume 1 of (hat commission study* which was written by the 
political appointees, you would not have believed that any economist 
could have been present, because you will note the sharp contrast of 
the things that were said in volume T compared to the other volumes 
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of tho studios, recognizing the political motivation behind the nrini- 
mum wage law. 

I think my colleague said that the minimum wage law is a good 
idea. Wo!!, Without impugning his motives or the motives of anybody 
else who considers the minimum wage law a good idea, you should keep 
in mind that racist unions in South Africa think that the minimum 
wage law— they call it rate for a job law over there— is a good idea 
for blacks, As a matter of fact, racist unions in South Africa are the 
major supporters of minimum wage laws and equal pay for equal 
work laws for blacks, And tho reason why they are for these laws, they 
say, is that government is no longer protecting the white worker. I 
am virtually quoting a white president of a construction union. He 
says that it is becoming more and more rare to see white men on 
residential construction jobs, Poople are cheating on the apartheid 
laws and job reservation laws, The reason why thev are cheating is be- 
cause managers or employers are interested in profit, and it turned out 
that blacks were getting lower wages than whites, and so they had a 
lot of incentive to hire blacks instead of whites. The labor union fellow 
said that if we can get such a law passed it will protect us from com- 
petition with low-skilled black labor. 

While Americans who lobby for increases in minimum wage law, 
and increases in the extent of coverage may have different stated in- 
tentions behind their support, and they are more notable, I might add, 
than those in South Africa, we have to keep in mind that the effects 
of a law do not depend on its intentions. Tn fact the effects of the price 
control laws in South Africa are identical to our price control laws in 
the T T nite(1 States: Unemployment for the least skilled worker, 

You will hear a lot of things said about the substitution effect 
Well, Mm substitution effect, that is, first, wishing to employ kids more 
than adults, how much of it is an empirical question? There is no 
economist who can sit down and tell you exactly how much it is. 
Considerable evidence suggests that the overall net effect would be 
an increase in total employment, But let's just assume or give the 
opponents of the youth minimum the argument that there would be 
a substitution effect and maybe employers may hire more kids and 
fewer adults, Let's suppose that is the case. Then you must ask your- 
selves what is the moral basis for Congress using its awesome coercive 
powers to protect the job of one American at the expense of another 
American's job, This doer not seem to be in keeping with the principles 
of the Constitution, using the coercive powers of Congress to protect 
one person's job at the expense of another person's job. And we see 
that this protection is indeed coming out as we debate the minimum 
wage law, That is, unions and other supporters are saying the law 
would put older workers at risk. Well, it may do that and it may not, 
but at lenst I hoy are showing their colors of wishing to protect the 
older worker, 

From a political standpoint it makes sense for you as Congressmen 
to protect the older worker. T doubt whethe- it makes good moral 
sense -after nil. none of you owes your seat to »ho teenage vote, How- 
ever, manv of von owe your seats to the union vote. Tt turns out in the 
political arena that !i y-m want to dump on somebody you dump on 
people without polio^d x ower, 

T am finished, sir, 

fThe prepared statement of Mr. Williams follows :J 
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PWCI'AKKI) STATKMKNT OK WALTER E, WlLLIAM8 



ECONOMIC OPPORTUNITIES FOR YOUTHS AND MINORITIES 



Persistently high ratca of unemployment In atveral aegmenta of the 
United States labor force is one of the most difficult unresolved economic 
problems of the post World War II era. The aegmenta of the labor force 
that produce the molt seemingly Intractable problem are Ita youth and 
minority, Youtha, particularly minority youtha, face high ratea of un- 
employment even when there are relatively prosperous tlmea and when the 
adult segment of the labor experiences a relatively low rate of unemploy- 
ment. This evidence shows that governmental efforta to reduce unemploy- 
ment through vigorous monetary and fiscal policy produces disappointing 
resulra for the youth segment of the labor force. Furthermore, there la 
not much hope that future monetary and flacal policy will substantially 
change the situation over what It has been for well over a decade. What 
Is needed are institutional changes which will free markets, and hence 
employment opportunities, for the relatively disadvantaged worker. 

High youth unemployment would not be such a critical problem If youth 
employment was considered only aa a means to supplement family Income or 
earn spending change* The absence or presence of early work experiences have 
effects which may spell the difference between a successful or unsuccessful 
future work career. Early work experiences, even In the most menlel of tasks, 
aid the individual in the acquisition of skills and attitudes thst will mske 
him a more valuable employee In the future. 1 Early work experiences (1) tesch 
individuals effective job research tecl. tques; (2) teach effective work hsbltt 

*Many srgue that "deadend" jobs deny the Individual career-related 
skills. However, many of the skills absent among many of our youth and 
hard-core unemployed can be obtained In any Job. Furthermore to assign 
certain Jobs as deadend Is unfortunate because It creates false and un- 
realistic labor market expectations among our youth. 




ERIC 



26 



such as promptness, respect for superiors and other work habits; (3) provides 
self respect and confidence that cones from being financially independent or 
serai-independent ; (4) provide the valuable opportunity to make mistakes at a 
time when mistakes are not likely to be as costly aa they would be when the 
worker has dependents counting on him for a continuous source of Income. The 
absence of early work experiences not only denies youths the acquisition of 
these skills, but may also act aa disincentives to the continuation of their 
formal training. Moreover, the absence of Job opportunities Is likely to 
contribute to many kinds of anti-social behavior. 

High youth unemployment has effects which are undesirable from both 
an individual and social point of view. Quite naturally, at leaat two ques- 
tions arise) (1) Why are youths, particularly minority youths, so dispro- 
portionately represented among the unemployed and (2) what should government 
policy be with respect to the matter? The first question Is one of cause and 
effect. Economic theory can readily approach this kind of question. On the 
other hand, what government should do about teenage unemployment opens up 
the potential for unending debate. This Is because no theory, including 
economic theory, can answer questions that are essentially normative. That 
is, while economic theory can say who bears the burden of what policy, It 
cannot In any moral sense justify a policy or its distribution of burden and 
benefits. Therefore, what follows is the analysla of the factors that cause 
the high rate of youth and minority unemployment. 



The Congress of the United States has the power to legislate Increases 
in the minimum wage at which a labor transaction can occur. However, the 
Congress, and for that matter no one else, can legislate an Increase In 
worker productivity. Moreover, though the Congress can legislate the mini- 
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mum wage at which a labor transaction can ba made, It hif not chosen to 
legislate that the transaction actually be made. To the extent that the 
minimum wage law raises the pay level to that which may exceed some workers 1 
productivity, employers will make adjustments In their use of labor. Such 
an adjustment will produce gains for some workers at the expense of other 
workers. Those workers who retain their Jobs snd receive a higher wage 
clearly gain. The most adverse unemployment effects fall upon those workers 
who are most disadvantaged in terms of marketable skills, who lose their Jobs 
and income. This effect Is more clearly seen If we put outselves in the place 
of an employer and ask: If a wage of $3.35 per hour must be paid no matter 
who Is hired, who does It pay the firm to hire? Clearly the answer In terms 
of economic efficiency is to hire the worker whose productivity is the closest 
to $3.35 per hour. If such workers are available, It clearly does not pay 
the firm to hire those whose output Is, say, $2.00 per hour. Even If tne em- 
ployer were willing to train such a worker, the fact that the worker must be 
paid more than his output Is worth, plus training costs Incurred, makes on-the- 
job training an unattractive proposition. 

The Impact of legislated minimum wages can be brought into sharper 
focus If we ask the distributional question! Who bears the burden of legis- 
lated minims? As I said earlier, workers who are most disadvantaged by 
minimum wage legislation are those that are the most marginal. These are 
workers who employers perceive as being less productive or more costly to hire 
in some sense than other workers. In the U. S. labor force there are at least 
two segments that share the marginal-worker characteristic to a greater ex- 
tent than do other segments of the labor force. The first group consists of 

2 ~~ 

Actually the compensation that employers have to pay is higher because 
of federally-mandated fringes such as Social Security and other payroll taxes* 
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youths In general. They are relatively low skilled because of their age, 
iirmacurity and lack of experience. The second group are some racial minori- 
ties, particularly the youth, who not only share the handicaps of youths in 
general but are further burdened by unusually poor schooling, racial discrimi- 
nation and other socio-economic factors leading to lower skill levels. While 
low skills can explain low wages, low skills cannot explain unemployment absent 
some kind of market interference. It is no accident that teenagers, particular- 
ly minority teenagers, are disproportionately represented among unemployment 
statistics. Numerous studies have evaluated the impact of legislated minimum 
wages on unemployment. The conclusions of some representative studies are 
cited heret 

David E. Kaun 3 using census data found that statutory wage minimums 
caused plant closures and the replacement of labor by other productive inputs. 
Also the most adverse effects of statutory minimums were concentrated among 
minorities, teenagers and females. 

Yale Brozen Sn two studies discusses the impact of the minimum wage 
law. First he shows that the rate of teenage unemployment relative to that 
of the general population rose and the ratio of nonwbite to white teeenage 
unemployment rose following increases in the federal statutory minimum. In 
another study he concluded that workers adversely affected by the statutory 
minimum crowded Into uncovered areas, such as domestic housework, increasing 
employment and depressing wages in the uncovered areas. 

3 Davld E. Kaun, "Minimum Wages, Factor Substitution, and the Marginal 
Producer," Quarterly Journal of Economics (August, 1965), pp. 478-486. 

Sale Broten, "The Effect of Statutory Minimum Wages on Teenage Unem- 
ployment, " Journal of Law and Economics (April, 1969), pp. 109-122; Yale 
Broxen, "Minimum Wage Rates and Household Workers," Journal of Law and 
Economics (October, 1962), pp. 103-109. 
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Kosters and Welch conclude that the minimum wage law has had the 
effect of reducing Job opportunities for teenagers during periods of 
normal employment growth and making their Jobs less secure In short-tens 
changes in the business cycle* They go on to conclude that a disproportionate 
share of the cyclical vulnerability Is borne by nonwhlte teenagers and the 
primary beneficiaries of shifts In employment patterns are white adult males* 

Edward Cramllch ^ argues that a 25 percent Increase In the minimum 
wage law lowers the employment of low wage earners by 10 to 15 percent. Fur- 
thermore, Gramlich finds a defect of other studies causing then to understate 
the true effects of the minimum wage law* Gramlich presents evidence that 
shows that a rise In the minimum causes a shift toward more part-time em- 
ployment away from full-time employment* This loss In hours worked does 
not show up In many studies because they do not distinguish between an Indivi- 
dual employed full-time and one employed part-time* Thus* the reduction In 
hours worked may be greater than the fall In employment alone suggests* 

Jacob Mincer 7 reports the adverse effects of the minimum wage on youths 
and minorities: 



The net minimum wage effects on labor force partici- 
pation appear to be negative for most of the groups* 
The largest negative effects are observed for nonwhlte 
teenagers i followed by nonwhlte males (20-26), white 
males (20-24), white teenagers, and nonwhlte males (25-64)* 

The net employment effects are negative with the exception 
of nonwhlte females (20+), for whom the positive co- 
efficient is statistically Insignificant. The largest 



Marvin Kosters and Finis Welch. "The Effects of Minimum Wages on 
the Distribution of Changes In Aggregate Employment # " American Economic 
Review (June. 1972), pp. 323-332. 

^Edward M* Gramlich, "Impact of Minimum Wages on Other Wages, 
Employment and Family Income," Brookings Papers on Economic Activity 
(Washington, D. C* The Brookings Institute. 1976). pp. 409-451* 

7 Jacob Mincer, "Unemployment Effects of Hlnlmum Wages, 11 Journal of 
Political Economy (August, 1976), pp. 87-105. 
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diiemployment effect! ere obitrvtd for nonwhite teenegers, 
followed by nonwhltt males (20-24), white teenageri, and 
white malei (20-24). 



The weight of academic reiearch by economliti li that unemployment 



for iome population groupi li directly related to statutory wage ralnlma . 
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Minimum Wage and Black Youth 



So far ray dlecuiilon hai focueed mainly on youth unemployment In gener- 
al. Now 1 want to make tome comparison! between black youth unemployment 
and white youth unemployment. 

While most people are knowledgeable of the current deteriorated mar- 
ket position of black youngsters relative to white youngsters, not many are 
aware of black/white youth employment statistics for earlier periods In our 
history. The most striking feature is that in 1948 black youth unemployment 
was roughly the same as white youth unemployment. Only among black youths 
(20-24) was the unemployment rate significantly higher. However , for black 
youths age 16-17 their unemployment rate was less than that of white youth — 
9.4 percent unemployment compared to 10.2 percent of white youths unemployed. 
Now, and for the last decade, black youth age 16-17 have suffered an unemploy- 
ment rate considerably more than twice that of white youth. In feet for every 
age group among youths black youth unemployment it more than twice that of 
white youths. These statistics, however, understate the true nature of the 
problem by a wide margin. The reason ifi that they ere national statistics and 

8 0ther studies showing these effects are! William G. Bowen and T. Aldrich 
Flnegan, The Economics of Labor Force Participation (Mew Jerseyt Princeton 
University Press, 1969); Thomas G. Moore, "The Effect of Minimum Wages on Teen- 
age Unemployment Rates," Journal of Political Economy (July/August, 1971), 
pp. 897-902; Terrance Kelly, "Two Policy Questions Regarding the Minimum Wage," 
The Urban Institute, February, 1976, mlmeof Robert Golfarb, "The Policy Con- 
tent of Quantitative Minimum Wage Research," Industrial Relations Research 
Association Proceedings, December,, .1974, pp. 261-268, Many other referencea 
can be found in the bibliographies and footnotes of these studies. 
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do not reflect the fact that much youth unemployment li concentrated In our 
major metropolitan areas. Black youth unemployment in some cities, such as 
Detroit, Newark and New York, has been estimated to be as high as 60 percent! 

Another part of this dismal picture Is the labor force participation 
rate among black youth compared to white youth. In earlier periods, black 
labor force participation rates for all age groups equalled or exceeded that 
of whites. In fact, historically, black labor force participation has always 
exceeded that of whites. Until the mld-slxtles blacks, as a group Including 

black youth, had a labor force participation rate equal to or greater than 

9 

whites. For black youths age 16-17 their labor force participation rate Is 
now slightly over one-half that of white youths. Black youths (18*19) the 
labor (fXr participation rate Is now three-quarters that of white youths 
(16-1.,. Black youths (20-24) now have a labor force participation rate 
90 percent of white youths (20-24). Not only are the labor force participa- 
tion rates of black youth less than white youths but they are falling. 

Faced with these facts one naturally asks why have labor market oppor- 
tunities deteriorated so precipitously for black youths relative to white 
youths? Can racial discrimination explain this kind of reversal? Probably 
not. It would be very difficult for anyone to sustain an argument which held 
that business and society have become more racially discriminatory than they 
were In the past. The answer lies elsewhere as has already been suggested— 
the minimum wage law. 

Earlier I said that economic theory predicts that when a wage Is legis- 
lated that exceeds worker productivity firms will have inducement to make 
adjustments In Its use of labor. Though not Intended this adjustment which 

_ - 

In 1910, 71 percent of blacks over 9 years of age were employed 
compared to 51 percent for whites. See U. S. Bureau of Census, Negro 
Population, 1790-1915 (Washington, D. C.J U. S. Printing Office, 1918), p. 166. 
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firmi can rationally be expected to maka hat racial effects. That la, 
one type of adjustment Is to hire not only fewer youths, relative to other 
Inputs, but seek among those youths hired the ones with higher qualifications. 
As It turns out for a host of socioeconomic reasons with which we are all 
familiar white youths, more often than black youths, have better educational 
backgrounds. Therefore, as reflected In the unemployment statistics, Increases 
in the minimum wage law can be expected to Impose a greater unemployment bur- 
den on black youths than on white youths. Observations such as those that 
1 have cited are those which prompted Milton Friedman, our economist Nobel 
prize winner, to say that the minimum wage law is the most anti-black law on 
the books. 



My testimony at these hearings could include many other federal regu- 
lations and laws that make it almost impossible for present disadvantaged 
minorities to enter the mainstream of American society as have earlier dis- 
advantaged minorities. The point that I wish to make in the strongest 
fashion possible is that many laws, though well-intentioned, spell disaster 
for a large segment of black, Hispanic, and other disadvantaged minority 
groups. The most tragic element of this is that people may come to view 
the difficulty that these groups have in fully entering the mainstream of 
American society (In spite of tn* billions of dollars spent, in spite of 
civil rights legislation, in spite of thousands o€ civil rights litigation 
cases) as group Incompetence , and as such the most racist elements of 
society will have their prophecies realised. Hardly anyone acknowledges 
that many, if not most, of the problems encountered are neither due to group 
nor Individual incompetence but due to the excesses of government influenced 
by politically powerful interest groups. Many of these groups in the pursuit 

of their objectives contribute to the enactment of laws which spell disaster 

for disadvantaged Americans. 



Conclusions 
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Representative Lunorkn. Congressman Scheuer. 

Representative Sciikuml 1 was impressed by your testimony and 
interested in your testimony very much. But I must say I was turned 
otf by your last sentence or two. 

We don't function down here in terms of what we think the imme- 
diate reaction is going to be on our electorate. Congressman Lungren 
and I disagree on a lot of things. I thought he performed magnif- 
icently last week on the immigration bill. He is a very talented, pro- 
ductive, and enlightened Member of Congress, representing a different 
point of view than I represent. Hut I can assure you that neither he 
nor I is motivated in our approach to this problem by how it is going 
to fly with our constituency. We care about this country, and that is 
why we are here. I assure you that Congressman Lungren could make 
out financially and otherwise lead a much more quiet, relaxed life 
doing other things, but he is here because he believes in his country, 
and he is not pandering to any adult vote, and I assure you, neither 

am I. . , 

I think if we could just understand that we are the legislators and 
you are our honored consultants and advisers, and if you stick to the 
merits and leave ns to worry about the politics, then we'll all be a 
helluva lot better off and we'll arrive at some constructive public 
policy decisions sooner than if you start worrying about politics, 
because that is going to take you down some very negative paths. 

Mr. Williams. Sir, I am stating a fact. That is, no Congressman 
owes his seat to the teenage vote. I am stating that this problem with 
the minimum wage law is not economic at all; it is a political problem. 

Representative Scheubr. Well, let me give you the politics of one 
Congressman. I don't speak for anybody else, but I speak for myself. 

You're right. Teenagers don't vote, adults do vote. But as far as 1 
am concerned, there is no more bitter condition challenging our coun- 
try, no more divisive condition, no more cancerous condition, than a, 
growing underclass in our country of kids who can't read, who can t 
write, who can't count, who are functionally illiterate, who are pre- 
dominantly school dropouts, as you have said, who will not likely in 
their lifetime have what either of you would call a satisfactory ]ob. 
They will flit from one menial job to another and never have a lob. 
They are bound to react negatively; they are bound to lash out; they 
are hound to be alienated; and I for one am deeply concerned about 
that. And I think we have got to do something about that as a country. 

Anytime yon poke that balloon something gives somewhere. If the 
cost o*f doing something useful and constructive and productive about 
structural employment among teenagers— predominantly minority, 
but not entirely— were that there would be some cost in adult employ- 
ment, I would say as a society we had better face up to that and we 
had better accept that. 

At least as far as adults are concerned we have programs in place, 
we have structures in place, they are easily identifiable, and we are 
connected with them. And we can cope with that in rational humani- 
tarian ways. We do not have any structures in place for teenage un- 
employment, the structural unemployment of largely functionally 
illiterate teenagers who are to a considerable degree minority. We 
don't have structures, we don't have programs to deal with that. 
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Wo have horn talking about this condition over since I've been 
around here, which in 20 years. Our Congress has failed. We have got 
to got those kids on a ladder, even if it means extending the ladder 
down by moans of adjusting the minimum wage. That would be one 
way of doing it : there may be other better ways of doing it. But I 
am perfectly willing for society at large to pay some costs to get these 
kids in the mainstream, to get them on that ladder, to get them some 
kind of remedial education and job training to improve their literacy 
skills, to improve their job skills, and to get them into an employment 
modality that is going to give them independence and dignity and 
hope and confidence in our society, and above all, self-esteem for them- 
selves. T nm willing to pay a price and if that means some harm to 
adult workers, then T say as taxpayers and as Congressmen we have 
to face up to that, provide the program, and provide the aid to 
ameliorate that harm. 

Mr. Ostkrmwn. Congressman, could I speak to that point? 

Representative Rcitkuer. Yes. But I don't know what the programs 
are, and the reason I'm here this morning is to find out what they are. 
These are our Inst 3 days before we go on recess. We are all busy as 
heck, and the fact that we are here listening to you indicates* the 
priority, the importance that we place on finding answers to this ter- 
rifically perplexing problem, 

Mr. Ostkrmav. T think it would help to speak about other pro- 
grams, and T would like to do that in a few minutes. Let me just 
indicate a few remarks to your point about adults having to pay the 
price. 

T think a lot of that goes to the question of who those adults are. If 
it was you or me or people like us who are economically secure, wbo 
have other resources, who have other job contacts, who would be asked 
to pay that price, T think that that is one thing. In fact the adults who 
would pay the price are adults who work at the minimum wage. 

Representative SniKrKR. Let me interrupt you, and then please con- 
tinue. T don't believe in the plav of free market forces to the point 
of saying those individual adults who lose their jobs have to pav that 
price. T say that society has to pay that price. I say we as legislators 
nnd we as tnxpavers have to come up with answers, and if it costs some 
money and if it costs some resources to cope with that problem, 
then let's do it, let's face up to that. But T think it is going to be 
a heck of a lot easier for our society to face up to that problem, the 
problem of some additional adult workers who are hurt, who are 
unemployed « it is going to be much easier for us to cope with that in a 
decent civilized humanitarian way than it is for us to find the answer 
to this problem of structural unemployment among predominantly 
minority teenage males that has been baffling us for decades. 

If we can find an answer to teenage unemployment, and crt these 
teenagers on the ladder, and provide them with literacy skills and 
job skills and some alternative to the school system that seems to have 
failed them, without assigning any guilt of any kind anywhere, then 
M's by all means get at it. 

Then you tell ( 'ongrcssnian Lungren ami nivself, all right, you want 
to do this program. Among the benefits are the reduction in teenage 
unemployment, but among the costs are the cost to the adult popula- 
tion that will be displaced, Our society has to face up to those costs, 
nnd I think Congressman Lungren nnd T would be happy to do that. 
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Representative Litnorrn. Mr. Osterman, let mo just go back to a 
cc>ii|>li> of lliinirs from the lu^inn injjj I* fore we get into alternatives, 
nml I would like you to comment on it and Mr. Williams as well, 

Mr. Williams has pointed out that there has been a tremendous 
increase in the percentage of unemployment of black youth during 
the 1970 s, and you indicated there were a number of reasons for it, 
One of those, you said, is discrimination. I would just say it seems to 
run counter to what we have experienced. I doubt you can argue that 
there was more discrimination in the 1970's than there was in the 
1940's, 1950's, and 1960's. Would you grant me that? 

Mr. Ostkrman. Yes, I would grant vou that. 

Representative Lungrkn. Wnat other major reasons would you cite 
for what I consider to be a rather astounding percentage of black 
teenage unemployment in the United States? 

Mr. Ostkrman. Let mo speak briefly to the issue of discrimination 
and then give you other reasons. There is not more discrimination, and 
in fact there is probably, in terms of people's attitudes, less discrimina- 
tion, and at least until recently there has been increasingly effective 
enforcement of affirmative action. The problem has been that in the 
late lOOO's and lOYO's there was an enormous increase in the number 
of competing groups in the labor market. That is to say, groups who 
were competing with teenagers, particularly minority teenagers, for 
jobs. Adult women entered the labor force in very large numbers, and 
many of them work in the same kind of low wage casual employment 
as do teenagers. And, as you know, undocumented workers entered 
the labor market in very large numbers. 

Regardless of whether there is more discrimination or less discrimi- 
nation in terms of people's attitudes, if an employer for any reason 
prefers a suburban woman or an undocumented worker, suburban 
woman because that person probably will be less threatening for a 
number of reasons, an undocumented worker because they are willing 
to work harder, longer, under worse conditions, then in the presence 
of more and more of these alternative sources any aversion to teen- 
agers, particularly minority teenagers, will lead to more unemploy- 
ment. So T think that is one significant issue. 

I think another reason why the labor market collapsed is because 
there is a growing divergent ' between the kind of jobs that are avail- 
able in inner cities and what the educational system is producing, 
increasingly inner-city jobs are service iobs, white color iobs; decreas- 
ingly they are manufacturing jobs, casual construction jobs; and there 
is a mismatch, a mismatch between the skills required by the jobs and 
the skills that are being produced by the kids and by the school system. 

"Representative LrxonF.x. Let me ask you a question on that. Most 
hf nifties seem to show that the net increase in jobs in this country 
over the Inst 15 years, 12 years anyway, lias taken place not in the big 
communes of America, hut the medium and small firms. It seems to 
me the minimum wage is more likelv to have an effect on small firms 
than it is on the larger firms. Oftentimes in the past I've heard people 
sav k Td love to hire somebody, They can sweep out the store and they 
can do this. 1 really don't need them, but T would do it. But if you are 
firing to require me to pay <r amount of dollars, frankly, it's not worth 
it tome." Wouldn't the impact of the minimum wage tend to be greater 
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with those employers than with the larger employers and, because, we 
have seen the job market shift, so that the .smaller employers are the 
ones that generally create the jobs, have a greater effect now than it 
would have had 25 years ago? 
Mr. Osterman. I think there is a lot to that. 

Let mo make a couple of remarks. As you know, there is an exemp- 
li 0 " 'Soil!' " ,,nim,,m f»i* companies whose gross receipts are less 
by this ft y6nr ' S ° V6ry smallest com panies are not affected 

Second, I think it is important— and I would like to say a few words 
about the historical picture in response to something Mr. Williams 
said— to put in context exactly what happened. 

Tn fact the labor market for black teenagers has always been abys- 
mal, and it was absymal even in 1948 and 1950, prior to the imposition 
of the minimum wage. What we arc observing is something that is 
not quite as new as those kinds of data make it appear. The reason 
being that in the 1950's the vast majority of black teenagers worked 
,n . 'V.V; 0 "™ * n agricultural occupations. In fact in 1950, 71 percent 
of all 10- to 19-year-old black teenagers worked in the South. Tn that 
situation thero was not the kind of divergence between unemployment 
rates that you observed today, but in nonrural areas there was still 
a very wide differential. 

Take the Northeast of the United States. In 1950 in the, Northeast 
of the United States the black employment- to-population ratio, the 
percentage of all blacks employed, was 23 percent; for whites it was 
33 percent. In the North Central, for blacks it was 28 percent; for 
whites it was 4fi percent. Similar in the West. 

The, point is that outside the South even 30 years ago there was a big 
differential between blacks and whites. So the first point I want to 
make is what we are observing isn't all that new. There has been out- 
side the South a big problem for many, many years. 

Second, the real collapse was in the 1970's. 

As far as the small business issue goes, small businesses create a vast 
number of jobs: a vast number of jobs also disappear from small busi- 
nesses. Tn other words, there is a lot of instability and turnover and 
so forth. The question of the role of small businesses in net job crea- 
tion is really very clouded and is very controversial. Yes, the mini- 
mum wage would have a bigger effect on them, the ones that, are larger 
than the exemption. There would be an employment effect. T am not 
denying that. But T think that those same small businesses would also 
be inclined to employ a poor adult, now, and that is where the substitu- 
tion issue arises. 

Kepresentntive LrxonF,?*. Mr. Williams, would you respond to the 
question ahout the factors associated with the decline of labor force 
participation among blnck youth, particularly in the 1970\s? 

Mr, Wti.l.i \mk. Well, I think there is one clenr thing. As T said ear- 
lier, the minimum wage law discriminates against the employment of 
lower skilled people, and surely firms, if they have to pay a higher 
wage we have to keep in mind that $3.35 is not the minimum hourly 
compensation an employer can get by with, because, he has to meet some 
mandated fringes, such as social security and other kinds of payroll 
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taxes, and sonic economists estimate that the minimum hourly com- 
pensation an employer innkcs is fairly close to $4 or thereabout, Hut 
when you raise the wage like that, surely housewives are going to enter 
into the market and employers art; goinp to seek higher skilled work- 
ers, whether they are on a part-time basis or a full-time basis. The ob- 
servation that Professor Ostcrman makes are things that are predic- 
table from your standard economies 1 class. Surely raising the mini- 
mum wage law will also give incentive for the firms to hire illegal 
aliens instead of teenagers, 

So I am not surprised at all, It will also give firms incentives to en- 
gage in racial discrimination. That is, if you have to pay a person $3 
and hour or $2 an hour, no matter who they hire, well, then the cost 
of discriminating against one employee in favor of another employee 
becomes /.era That is, Congress makes it economically profitable for 
linns to discriminate in employment because it just does not cost them 
anything to discriminate racially, or it makes it cheaper for them to 
do' it. 

So the outcomes that Professor Ostcrman is observing are just the 
ones | hat are predictable, 

l\\ be a little bit worried about switching from unemployment 
statistics to employnient-to-population statistics. The unemployment 
statistics that I am aware of (hiring the late 1940's show that the un- 
emplo; nicnt among black teenagers was nowhere near what it is today, 
and among teenagers in general it was nowhere near what it is today, 

Representative Lunorkn. In fact the employmcnt-to-population 
ratio for teenagers suggests that in about 1948-50 it hit the high peak 
with respect to nonwhite teenagers, Mr, Ostcrman made the point that 
it is true in some measure because of the tremendous percentage of 
blacks then living in the South and that it was not reflective nation- 
wide, 

Mr. Ostcrman, you have indicated the problems of substitution and 
the problems you see in other ways with a less-than-minmum wage 
allowed for young people. Put as you are aware, under the Fair Labor 
Standards Act, at the, present time full-time students under certain 
restrictive conditions can be piyd less than the minimum wage. The 
statistics we got from the Labor Department indicate that approxi- 
mated 'j:>0.i>no full-time students were employed in this type of job, 
retairestablishnients and so forth. Do you feel that this provision of 
the minimum wage which presently allows an exception or a loss-than- 
minimum wage to be paid to these individuals should^ be repealed 
because it jeopardizes the minimum wago as an instit'ition and pro- 
motes sweatshops or because of substitution with adults? 

Mr, Ortkkmax. T think that that is a question about which I have 
mixed feelings. 1 don't think that that kind of an exemption permits 
the kind of sweatshop operation that we have talked about, because 
the conditions under which companies can do that are regulated. That 
is to say, a company has to send in a postcard or do something along 
those lines to apply for a certificate. You can only employ neoplc on 
a pari time basis during the school year; you car r • employ a cer- 
tain number of people, So intrinsically that si' ..vu-m is a regulated 
situaf'om albeit a lower minimum wage. It is not : ir:> Ue board, and 
so it is unlikely to have those particular kinds of c**»nr i 
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Another defense for it is that it provides an incentive for people 
to stay in school, That exemption is only available to students, and 
therefore, to the extent that it does create some additional employ* 
ment, it reduces dropout rates considerably, or potentially reduces 
dropout rates, 

So that is a second justification for that particular exemption, 

On that very point, 1 do want to point out that while a number of 
people have had some very harsh thing* to say about the public school 
system, and I think that much of that is justified, nonetheless it's true 
that there is an enormous correlation between whether or not an in- 
dividual graduates from high school and what that person s economic 
status is. To give you some rough numbers, .'57 percent of those with 
an eighth grade education or less and 24 percent of those with less 
than a high school degree are economically disadvantaged, fall into 
the poverty line, compared with 12 percent who have a high school 
degree and J) percent who have just some college, That is to say, there 
is a real payoff for people staying in school, 

The exemption we are talking about would help people stay in school, 
In fact., paradoxically, a lower minimum wage, a youth differential, 
would probably increase dropout rates, There is clear evidence — I 
know I his sounds surprising — that as the number of jobs that are 
available to youths rise in the economy the dropout rate increases, It 
is very simple. If you are a young person on the margin and you are 
faced with the opportunity of being in school or being unemployed, 
you will choose to be in school, If you are faced with the opportunity 
of having a job or being in school, you'll more likely drop out, 

I am not advocating unemployment as a policy tool to keep people 
in school ; I'm simply pointing out that keeping people in school should 
be one of the central pieces of a youth employment policy, as Con- 
gressman Scheucr described it, The exemption may help, but para- 
doxically as a side effect a lower minimum wage for youth would not 
help. 

Representative Lungrkn. Congressman Scheuer. 

Representative Sciikukh, Tin not sure that keeping people in school 
just as a principle would be that all powerful a policy consideration, 
Many of our urban schools are just places where they try to keep the 
kids from savaging each other between !) and 5 and very little learn- 
ing goes on, 

(Jiven a choice between just passing the time with a minimum of 
violence and a minimum of drug addiction without your lunch money 
being ripped off and, on the other hand, getting your academic 1 skills, 
your reading and writing and counting skills spruced up in an alterna- 
tive to the regular school environment, learning some job skills and 
learning something about that great world of work out there and learn- 
ing some self confidence, then I would take some kind of a work-study 
program in place of a school any day of the week, 
So 1 think we have to look at the whole smorgasbord of possibilities, 
Let me ask both of you the question this lead to. If we were to say 
to you that we waul to get those kids on the ladder somewhere, either 
at less than the minimum wage or al the minimum wage; tint we 
want them either on the job, in some kind of a release time or \\ >H<- 
studv situation, or in school; that we want them to get their skills 
brushed up, their academic skills, their reading, writing, counting; 
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that we want them In start learning relevant joh skills, relevant, as 
Mr. Williams said, In what I ho market really is looking for; and that 
we want them to learn behavioral skills and self-esteem skills, if that's 
a skill ; than what is the mix of factors? 

To my mind it doesn't necessarily include keeping them in school. If 
I he school is right, obviously that's great. But if the school is anything 
like a lot of the schools in my hometown, in New York City, where the 
school seems to have 1 given up to a large extent on teaching these kids 
very much and seeius to be concentrating on keeping them out of 
drugs and keeping them from delivering massive mayhem on each 
other, then maybe an alternative to school is better 

If I hey have been as turned off by the schools as the dropout rate 
and (heir behavior in school seems to indicate, maybe we ought to look 
to giving them both academic and job training in a nonschool environ- 
ment. Mavbe it should be on the job, Maybe we should pay corpora- 
tions to give them a work-study experience with 3 or 4 hours of work 
in the day, at the plant, at the office, whatever. Maybe we can teach 
them reading, writing, and counting, and computer literacy as part of 
some kind of a course, This kind of program is in effect a glorified 
apprentice course of the kind with which we have been experimenting 
with here and in Europe for the last 700 or 800 years, Perhaps there 
is nothing new under the Sun. 

What are the ingredients that vou can think of that Congressman 
Lungren and I, and others, should be playing around with? What are 
the component parts of that kind or a program? A program that 
would put kids either in school or in a nonschool environment? That 
would give them the academic skills, the job skills, the self-esteem we 
want them to have, so that they will be motivated to really make it out 
there in that world of work? 

Mr. Ostkkmax. I think I would talk about several different kinds of 
programs. 1 don't think it makes sense to talk about one program for 
everybody. For youths who have already dropped out of school, I 
think that the first step is to see if is possible, as you suggest, to get 
litem into an alternative education program, because the illiteracy 
rates among these youths is astronomical and they simply are not going 
to find good jobs, 

Under CETA and under the first year of JPTA a number of differ- 
ent kinds of models of alternative school programs have been devel- 
oped emphasizing, in the jargon, competency nnsed education, that is 
to MiVi educat ion I hat looks at skills and reading and writing talents 
that are job related. And it is possible to put together programs for 
dropouts which are successful. In Chicago there is something called 
the Alternative School Program; in California there is something 
called the Peninsula Academy. Those kinds of urograms do exist. 

I think I hose kinds of programs need to be fairly lengthy. They 
can't be * vograms which you put somebody in for 3 or 4 months and 
expect there to be a payoff, 

The best example of programs like that is the Job Corps. The payoff 
to the Joh Corps is i|uitc high. The disadvantage to the Job Corps is it 
is very expensive per youth. It is possible to design cheaper models. 

For people who are still in school who are teetering on the edge, I'll 
describe briefly one program. It's called the Itnstnn Compact; it's in 
Boston. Ifs a program in which the business community in Boston has 




40 

said to tho school system the following: Wo will provide high school 
graduates with jobs; wo will guarantee every high school graduate an 
entry level job, provided, A, the kid graduates, and B, that the school 
system reforms itself, That is to say, the school system sets certain per- 
formance goals, increased reading levels, increased math levels, and 
so forth. It is possible along that dimension or other ways to design 
ways to work with the school system, 

So f think yon need an in-school urogram, an out-of-school pro- 
gram; I think yon need to involve the business community, T think we 
have examples of programs that work, 

Representative Suievkk. Mr, Williams. 

Mr. Williams. I guess the response to your question, sir, depends 
on your vision of the world. My own particular vision of the world 
is that people can find their own solutions to their own problems if they 
are permitted to, One way of helping people climb up the economic 
ladder is to stop breaking off the bottom rung of the economic ladder, 
laws SI)Cak ' ^ climilintinR tll0sc entr y lcvel i obs tnrough all kinds of 

Hut I won hi say that the primary thing that Congress can do, if it 
can do anything, is to maintain the kind of fiscal and monetary policy 
that creates a robust economy. That's No. 1. 

Id terms of dealing with the grossly fraudulent education, T think 
that there is considerable evidence that the. problem is the public school 
system itself, its monopoly over education, Even in your district, a 
lady T know very well, Ms. Simpson, runs the Lower Manhattan 
School, a black school and Hispanic school, and those kids come out 
reading very near the national average. AVe have Marcus Garvey 
School in Los Angeles, an all-black school, whose third graders were 
tested out rending at a higher level than white sixth givlers in Los 
Angejos, Marva Collins writes me very often. I was bragging about 
her kids reading 1 or 2 years above grade level. She told me, "Wil- 
liams, when you brag about them again, you tell them that some of 
them are reading at the 2d or 3d year college level." The black Muslim 
elementary schools — their kids come out reading very close to national 
norms. 

These cases (hat T just cited, which are maybe four among possibly 
250 or 300 in the United States, these are schools where pa ents have 
opted out of the public education system. They have opted out of the 
monopoly control by the public education system. 

It seems like the solution to improve education, particularly for mi* 
nority kids, but for kids in general, is to provide a greater mechanism 
for more parents to opt out of rotten schools that are destroying their 
kids' upward mobility on a day-to-day basis. And so therein you have 
a very, very good argument for Congress to seriously consider some- 
thing like tuition tax credits, to give parents at least some of the 
power, 

T might mention that so far as all this great education is concerned 
these black Muslim schools and the Norva Collins schools, they are not 
going out find rupturing a white kid for the black kid to sit lieside in 
order to produce black economic excellence. They arc doing it all by 
themselves. 
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Representative fiVNcinKN. T hate to interrupt you at this time, Wc 
have a vote on ami wo have about 0 minutes to get there. We will come 
right hack. 

| A brief reeess was taken.] 

Representative LrxuRKX. Mr. Williams, when we left, I think I in- 
terrupted you as you were finishing your response, and if you wish to 
comment further on that, I would be happy to have that as part of 
the record. 

Mr. WiMJAHfl. I just wanted to make sure that people knew that 
black people, poor people ran indeed find options to their own prob- 
lems. The 250 schools that I mentioned, nonpublic schools, independent 
schools, I think that one of them may receive Government iundinp;. 
In fart, the strong position of virtually every one of them is thut 
Government funding or Government assistance is indeed u hindrance 
and will prevent them from carrying out their tasks. 

In addition to these 250 or so independent schools that are providing 
some credible education to black kids, you have to keep in mind all 
the parochial schools. Tf you go to some cities and look at the parochial 
schools, some parochial schools you will find are 95 percent black and 
00 percent Baptist. What this represents are black parents, some of 
them working two jobs, trying to improve the education for tneir kids. 

What I am saying is that what we need is more of this, and I believe 
it will impact favorably in the job market opportunities that teen- 
agers will face in the future. 

Representative Lunoren. Thank you. 

Mr. Osterman, on the substitution effect, that is a question that al- 
ways plagues any suggestion of any type of youth employment wage. 
It's probably one 1 of the most serious obstacles the advocates face, at 
least in the ( 1 ongress, in getting enough people to vote for any such 
proposals. You have indicated that you think it is a serious question. 
Mr. Williams has suggested that studies would not be able to pinpoint 
preriselv who is helped and who is hurt. ITe then went on to point 
out that the minimum wage as it applies does discriminate in favor of 
one group over another. Hut my question to yon is a little different, and 
that is, isn't the magnitude of the substitution effect difficult to as- 
certain in virtually all employment programs? In other words, if you 
have programs that arc targeted at youth, don't they also, if you fol- 
low the logic of vonr argument with respect to the minimum wage dif- 
ferential* have I he effect of substituting these young people, who have 
been given some ort of advantage bv virtue of some sort of legisla- 
tion over other enmlovees or potential emnlovees? 

Mr. Ostttwan. T think the answer to that question depends on pre- 
cisely what kind of program you are talking about. Let me iust indi- 
rate that it is no more difficult to observe the substitution effect than it 
is to nlwrve »ho so-called disemplovment effect of the minimum wage, 
itself. As T indicated, over the past !?0 years, while the minimum wage 
has been increased and coverage lias been extended for young people, 
youth employment has grown quite substantially. Far more youth 
are employed now than there were 30 years ago. And for white teen- 
agers the labor market i^ just as strong in terms of the percentage of 
white teenagers employed. 
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So you have to engage in the same kind of statistical hypothetical 
analysis to observe the negative effect of the minimum wage on em- 
ployment that you go through to observe the so-called substitution 
effect. The way you discover the substitution effect is by observing how 
sensitive adult employment is in general to the wages of young people. 
For example, you might notice over time when youth wages change 
adult employment changes, or you might notice that in some cities 
where youth wages happen tobe'high adult employment happens to bo 
high: where youth wages are low adult employment is low. 

It is the same kind of statistical exercise. It is that exercise plus the 
theory that if you lower the wage for one group you are going to get 
jobs for that group at someone else's expense. 

Representative Lvnorkx. Well, I guess my question is then, given 
that, isn't it true that you have a substitution effect with other pro- 
grams that are aimed at targeting youth employment as opposed to 
employment for the entire population ? 

Mr. Ostermav. It depends on the kind of program, Congressman. 
If you are talking about, say, the targeted jobs tax credit in which 
you are providing a subsidy to hire youth, then the answer is yes, you 
are absolutely right, The only defense of that that I would make, at 
least in <he case of a targeted jobs tax credit, that tax credit is avail- 
able only to companies that hire disadvantaged youths, whereas the 
minimum wage itself is not so targeted; it helps all youth regardless 
of whether they are disadvantaged. But for the targeted jobs, tax 
credit that is correct. 

On the other hand, for programs under the Job Training Partner- 
ship Act, for example, programs in which you put youths in a training 
program, I he entitlement program under the JPTA legislation— and 
the entitlement, as you are aware, is under consideration now in a piece 
of legislation introduced by Congressman Hawkins — for those kind 
of programs in which those are new jobs created by the Government, 
then the substitution effect is much, much smaller and is hard to 
discern at all. 

Representative LirxnnEX. We obviously hnve a little different per- 
spective on things. When new jobs are created by the Government, 
I know they nre not created out of thin air; there has to be some money 
that pays for the jobs that comes from somewhere, which I assume is 
the private sector ultimately. Thnt means those are jobs that poten- 
tially could hnve been created in the private sector, and so you have 
got to have some displacement somewhere, don't you? 

Mr. Dstfuman. That is a question that goes to the overall issue of 
whether any kind of Government spending displaces private sector 
economic activities. It is not specific trt this. We could just as well be 
talking about defense spending. 

Representative Lttnoren. I understand that. 

Mr. Dutchman. The answer to thnt, I believe, is that it depends on 
the state of the economy. If we are operating at any economic level in 
which the economy is anywhere near full employment, then Govern- 
ment spending will displace private sector job creation; if we are 
operating at n level far below full employment, then Government 
speii ling won't. And that doesn't help you. because then you will asl' 
me, are we near full employment now or not, and that is getting into 
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a debate In which yon could grt another two economists and they 
would give von another , 

Representative Lttxorex. The answer is nobody knows, right? 

Mr. Ostkkmax. The answer is everyone knows, but they all disagree. 
\ Ijnuffhter.l , 

Representative Luxorex. The only thing I am trying to pet at, Mr. 
< Merman, is the complaints registered against the youth differential 
proposal seem to me to be complaints that in varying degrees can also 
be registered against oilier types of employment programs. Wo ought 
not to require the vonth differential program to meet a standard that 
we don't require other programs to meet. That's the only point Im 
trying to make. 

Mr. Obterman, It's a fair point, But. T think there are two answers 
to it. One is that the displacement effect from job creation programs, 
such as the entitlement, there is no evidence that, it's anywhere near 
as large. Remember, the evidence on the minimum wage that I cited 
is that in return for creating roughly 250,000 youth jobs you are dis- 
placing rough] v 100,000 adults. T don't think you will find anybody 
who would argue that the magnitude of the displacement effect of 
other cnmlovment training programs is anywhere that order of mag- 
nitude. That's the. first point. , 

Second, vou have to ask who you are displacing, and this goes to an 
issue that Congressman Scheuer raised. When you lower the minimum 
wage for youths, vou are displacing adults who work at. the minimum 
wage. You are not displacing highly skilled adults; you are not dis- 
placing adults who might do better elsewhere ; you are displacing poor 
adults who have families to support. When you raise moneys through 
the tax system and create jobs for disadvantaged youths, the people 
you mav be displacing cut across the entire economic spectrum. It's a 
very different distributional impact. You may be creating jobs for 
poor minority teenagers at somebody's expense, but at least it is not at 
the expense of poor minority adults. 

Representative Luxoren." Let me just ask you this. You have sug- 
gested the administrations figures on the possibilities of job formation 
taken from the commission report are overly optimistic because the 
commission report was talking about a subminimum wage for the 
entire year and the proposal is for summer months. Don't we have 
to look at the youth employment wage denned just to the summer 
months, and wouldn't that suggest that the substitution effect would 
be slightly different? Do you really assume that employers are going 
to lire year-round employees or not hire someone they see as a year- 
round employee in order to hire n summer youth for a somewhat re- 
duced wage' _ ... * j, 

Mr. Ostkkmax. 1 think vou are right, Congressman. I think the 
benefits would be less: if t'he benefits are additional youth employ- 
ment, the benefits of the summer jobs differential would he less, and 
the cost would be less, the, substitution effect would be smaller. I don t 
think (he substitution effect would he zero though, because I think 
thai most minimum wage jobs, if you think about them, are casual, 
high turnover employment, and many poor adults work in jobs that 
are created in the summer, casual construction jobs, casual ]obs related 
to vacations, and so forth. There are adults, unfortunately, who must 
make their living holding these kinds of jobs. 
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Representative Lunoren. I understand. 
sub^itHi i St7° Uld like t0 Commcnt on the <l uesti °n of the 

Mr. Williams. I just see no evidence for a very, very adequate 
way to pmlict the. suLstitution effect, and as I said, it's an empirical 
question. We know that it is not going to he zero and we know it's not 
going I o be. 100 percent, 

In looking at the whole context of jobs, that. the. effect of a sub- 
minimum wage would be a substitution effect, I think that we don't 
recognize that right now at $3.35 an hour plus all thooo mandated 
fringes there are. a whole lot of jobs that are going undone or jobs 
that have not, been bom. Of course, there is no really good way an 
economic theorist can predict how many jobs would bo born or how 
many jobs went unborn as a result of minimum wage. Maybe hotels 

Would decide to keen ttmii> r>n»»Ll n „« „1 l i .• r * i • i 




1 ' . " 1 1 1 w « nuniii nave usners in rneaters again, 

and perhaps even the Western Union might deliver telegrams by 
bicycle again. b J 

I think that the consideration is not fully in the issue of trading 
jobs between adults and kids. As I said, and I believe Mr. Osterman 
would agree, it is a what-if t ype question, and the substitution ranges 
between zero and some other number. We just cannot tell. But, how- 
ever, we could tell if you did make a subminimum wage law. We could 
bring you empirical evidence 2 years from now to be able to identify 
more accurately the substitution effect. 

Representative Lunorkn. Mr. Williams, does the effectiveness of the 
lower wage rate in generating jobs that would be done but are/ being 
foregone at the present time depend on the good will of the employers* 
Or is there any way that economically we could suggest, it would be 
in their own interest i 

Mr. Williams. My God. If I had the right to rule the world, and 
if 1 hud to identify human motivation, I would ban 

Representative LnxnREN. This Congress is powerful, but we don't 
quite have that power. Rut go right ahead. 

Mr. Williams [continuing]. Human good will. Because, as a mat- 
ter of fact, if you go through history, you will find some of the most 
heinous crimes done to mnn have been done in the name of good. 

Let, me give you one scenario. Mr. Osterman, he can be the proprietor 
of a theater and he has no ushers. And let's say if I could hire kids at 
?•* an hour, $L\r.() an hour. I might hire ushers." ft is not because I love 
the kids or I love my clientele, but T love getting his customers, because 
haying more customers, attracting his customers away from him, will 
indeed improve my wealth. So T am saying it does not require good 
will of employers to find out ways to provide their clientele with more 
services in order to attract customers. 

f think that one of the remarkable, differences that we all want to 
recognize is that in the open market our transactions are voluntary; 
that is, the only way I can get a customer into my theater is to please 
him better than my competition. Unlike the Government, I can't draft 
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him and force, him to come to my theater, so I depend on voluntary 
relationships, and therein lies my incentive to improve the service. 

Representative Ltjnguen, Well, let me ask the question a little differ- 
ently. Some critics of this proposal charge that if employers arc 
allowed to pay their voung summer employees $2,50 an hour as op- 
posed to $3,33 they will just leave the employment levels where they 
are, unchanged, and pocket the 8f>-eent difference, How do you com- 
ment? I would like hoth of you to comment on that. 

Mr. Williams, According to the standard economic literature- 
there might bo some new literature out — pifits give rise to entry in 
markets where entry is feasible. These so-called windfall profits that 
would accrue to firms as a result of their pocketing the 85-cent differ- 
ence, this would be observable not only in the New York Stock Market, 
but would bo observable by their potential competition, and the poten- 
tial competition would no longer he potential, they would enter 
and bid away the profits. I think the basic safeguard to this kind of 
thing not occurring, the windfall 85 cents, is to ensure that there is 
competition, 

Representative Lunoren, Mr. Osterman. 

Mr. Osterman. I think the theory that Mr. Williams alludes to is 
the theory of pure competition, and those of us who believe that we 
live in a world characterized by the economic textbook definition of 
pure competition would be willing to accept that logic. I think the 
evidence is quite the contrary, that wo don't live in that kind of a 
world, and in fact much of what we have heard by Mr. Williams and 
other critics of the minimum wage is that we don't live in a world of 
competition; they wish we did, 

I think two things would happen. One is that some additional em- 
ployment would result at the $2.50 an hour, Some of those would be 
tho new jobs that Mr, Williams described, tho new ushers. I think that 
would happen. Some of the other youth employment created would be 
jobs at the expense of adults. Right now when I go to a hotel I observe 
adults cleaning tho corridors. They don't make very much money, but 
they have a job, It may bo the c<\se — in fact I'm telling you it is the 
case _that next time I go to the hotel, if the differential passes, I will 
observe more teenagers cleaning the corridors. Some of that will be 
new jobs, but there will also bu some adults who won't be there who 
would otherwise be there, That's tho employment effect. 

Then there will he the so-called windfall profit effect. I don't want 
to tell you it's good or bad, but it's there. Firms that would hire kids 
otherwise at $3.35 most certainly will not out of their good will con- 
tinue to pay them the $3.35. We don't believe in good will. You just 
hoard that. They will pay them $2.50. That's why I said that the 
minimum wage does in fact provide redistributional benefits to lower 
income! people, It costs some jobs, but those who do keep their jobs 
or get jobs are employed at a higher wage. On balance, all of the 
evidence is that that higher wage effect dominates. 

Representative Lunoren. Let me ask you this sort of generic ques- 
tion, Air. Osterman, We have seen data which suggest that the gap 
between white and non white youth employment has spread sub- 
stantially over the last decade so that now it is in the neighborhood 
of 2j percentage points. During that same period of time the minimum 
wage has not only increased but the universe or the number of em- 
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|)Iovim»h covered by minimum wngc has risen substantially. Do you 
believe that there is any impart of the minimum wage, both the spread 
of the coverage of the minimum wage and the increase of the minimum 
wage over those years, on the increasing gap between white and bla<?k 
youth unemployment? 

Mr. Ostkrman, Yes, I do believe there is an impact My point is that 
the impact is small relative to the gap, and that to enact a policy to 
get at that small impact would have substantial costs; namely, it 
would cost adult employment. 

Let me make one additional point, The largest increase in the mini- 
mum wage in terms of the level of the minimum wage, and more im- 
portantly, the coverage of the minimum wage for teenagers, occurred 
in the mid 1060\s, but the collapse of the black teenage labor market, 
the real collapse of it, occurred in the 1970's, The evidence is, just to 
bo repetitive, that the minimum wage has an impact; it's a small im- 
pact relative to the size of the problem ; and the minimum wage, were 
it lowered for youth, there would be real costs of adult employment. 

Representative Luxorev. Let me try to ask another question in 
this area, Tn your prepared statement you point out that many youths, 
a substantial portion of youths, who have minimum wage jobs now 
are relatively affluent. You suggest that minority and disadvantaged 
youths won fri not proportionately benefit from a lower minimum 
wage, That study commission that you talked about had a table 
that T have had a chance to look at that indicates that 56 percent of em- 
ployed youth aged lfi to 19 earned more than the minimum wage in 
1981. My question is this. Can we know or guess whether these 56 per- 
cent who earn currently above minimum wage are more likely to bo 
white and affluent than those youths working at the minimum wage? 
And if we were to raise the minimum wage, would you expect to find 
that those youths who are disproportionately affluent would tend to 
have the lion's share of those jobs? 

Mr. Ostkrmaw The study commission, among its other findings, 
was very clear that they were unable to find any evidence that minor- 
ity youths disproportionately would benefit from a lower minimum 
wage. 

Representative Lukorex. I'm asking the other side of the argument 
that you propose, that if you lower the minimum wage it is going to 
d proportionately affect affluent youth; they will get the jobs more 
than the disadvantaged youth. Are you suggesting the same thing 
happens if you raise the minimum wage? If you raise the minimum 
wage, wouldn't you also, by your argument be affecting mostly the 
affluent youngsters? And in fact the higher you raise the minimum 
wage, wouldn't you even more disproportionately affect the job mar- 
ket such that the affluent youth would be more apt to get those jobs as 
opposed to the disadvantaged youth? 

Mr. Osterman, Let me kind of describe to you my sense of how this 
labor market is working. Most teenagers work at jobs near their home. 
First, most teenagers are in school and the jobs they hold are after- 
school jobs. For those who are out of school that do not travel — 10 to 
1!> year olds general! v do not travel great distances to work. The dis- 
tribution of teenage jobs is therefore very similar to the distribution 
of where teenagers live, Downtown in inner city areas ijiost jobs are 
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hold by minorities or whoever happens to be living in those inner 
cities, In the suburbs most jobs are held by whoever lives in the 
suburbs, As you raise and lower the number of jobs you have an impact 
on the local jobs. That is why an increase in the number of jobs created 
by a decrease or an increase in the minimum wage, however it goes ? is 
going to have an effect on where people are, Very few suburban kids 
are going to travel downtown to take a newly created job at a mom 
and pop store in the inner city, and very few inner city kids are going 
to travel out to the suburbs, 

Representative Lungrrn. Let me ask a question on that. We have 
in the Washington, DC, area suburbs that are substantially, if not 
majority, black, Is the youth unemployment situation in those areas 
substantially different from black youth unemployment nationwide? 
Does the fact that they live in the suburbs make a substantial differ- 
ence in the percentage of black teenage unemployment that we see 
today ? 

Mr, Ostermax, I don't know about the Washington, DC, situation 
particularly. But I do know that nationally the data tends to show 
that black- white differentials do not vary according to where people 
live. That is one of the reasons why you begin to think that there is 
something else going on besides that. 

Representative Lvnoren. You see, I don't understand then, You 
tell nio that changing the minimum wage would not make a difference 
in black teenage unemployment because the jobs are where the people 
are. lint if you tell me that black teenage employment doesn't change 
with respect to where they live, whether it's the surburbs or the inner 
city. I'm at a loss to understand why. 

Mr. Osterman. I'm not saying it wouldn't make a difference, Con- 
gressman; I'm saying it wouldn't make a more than proportional 
difference. I've testified that a 25-percent differential in the minimum 
wage would create an additional roughly 250,000 jobs for young 
people. Some advocates of that lower minimum wage claim that those 
250,000 jobs would go more than proportionately to black teenagers, 
that they might all go to black teenagers, or that half of them might 
go to black teenagers, because black teenagers are very low skilled, so 
the argument goes, All I am saying is that black teenagers would get 
their share of those additional jobs, but not more than their share, 
and the reason is localise many of those additional jobs would be 
created in places where black teenagers don't live and they are not 
about to travel long distances for a $2,50-an-hour job. 

So T am saying it 1ms no effect on black teenagers; T'm saying the 
effect is no greater for them than it is for white teenagers, 

Representative LrxonKV, T hope we are not talking circles around 
nn<» another, What T was trying to find out from yc u is if there is any 
data that suggests that black teenage unemployment in the suburbs of 
tli<» Washington, I)(\ area, for in^tnnrp. is substantially different from 
black teenage unemployment in Washington, DO, one being the inner 
cit\\ the other being the suburbs. T thought you told me there 
doesn't appear to be much difference depending on where they live, If 
that is true, then the argument that a youth employment opportunity 
wage would not affect black teenage unemployment because it is sub- 
stantially caused by when 1 they live, the inner city, doesn't follow in 
respect to black teenage unemployment in suburbs and other areas. 
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Mr. Obtkhman. T don't think wo disagree. Black teenage unemploy- 
ment in the suburb*- -f don't know the Washington suburbs— there is 
a big impact of education levels on unemployment rates. So, for ex- 
ample, if people who live in the suburbs have higher education levels, 
then they are going to have lower unemployment rates. There is a big 
impact of family income. People who come from more affluent families 
have less unemployment. So if people who live in the suburbs come 
from more affluent families, their unemployment rates will be lower. 
So probably teenage unemployment in the suburbs, both for whites 
and blacks, is lower. I have to qualify that by saying what you already 
know; namely, that there are some so-eallcrl suburbs that have taken 
on the characteristics of ghettos. That is one part of my answer. 

The second part of my answer is, just to be repetitive, T'm- not say- 
ing that the lower differential would have no effect on black teenagers: 
I'm just saying it would have no greater effect on them than it would 
h .ve on white teenagers. 

Representative Lttxorkn. Let me ask you this, and then I would 
like to ask Mr, Williams to comment. I don't believe anybody is offer- 
ing the youth employment opportunity wage as a panacea;* they are 
offering it as one of a'rnix of tilings that are being tried by the GoVern- 
ment, T recall working in my own hometown in the summers managing 
a recreat iunal facility as well as teaching classes there. We had as- 
signed to that urea young kids primarily from the inner city, although 
I don't thiol; it was limited to the inner city, who had a government 
sponsored job for the summer. Hut T will tell you this, Recause the job 
was not n real defined job in which it made a difference, they sort of 
got the idea they really didn't have to do anything. And it really 
wasn't their fault. They were more of a problem for the supervisor 
because he had two other people to check who were doing a job that 
really wasn't consequential, 

I always thought, just from that anecdotal experience, that perhaps 
even worse than denving someone a job opportunity is to give them a 
phony job opportunity where they think all they have to do is show 
up at S o'clock or 0 o'clock in the morning and leave at 5 and they 
get a paycheck and virtually 1 > nothing. That phony job experience 
changes their attitude toward work at a very impressionable age. And 
Tin afraid that a lot of our job programs, as well intended as they 
arc. make available jobs that everybody recognizes are not entirely 
necessary, My feeding is the more you can gear job opportunities — and 
1 realize it's? not a perfect market — to a private sector where the em- 
ployer may be working out of some good will but at the same time has 
a bottom line lie has to meet, the more real that job experience is going 
to lie and the better that experience is going to be for that person who 
has entered info the job market for the very first time. 

That is why I see a youth employment opportunity wage as perhaps 
different than other programs, as well intended as they may be and 
even with the problems you suggest they have. 

Do you see any problems with the government-sponsored program — 
I'm not saving because they are do-gooder or whatever— because of the 
essential nature of the program? 
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Mr. Ostekman, I think what you express is a widespread concern, 
one thut many peoplo hav< about Government job programs* 1 guess 
1 would have several things to say about that, One is, just in terms 
of the mechanics of it, over time, because there have been basically 25 
years of experience with Government youth programs, a great deal 
more attention has gone over time into monitoring these jobs to assure 
that they are worthwhile jobs and that bad work habits are not the 
result ot them. To give you a sense of that, in Massachusetts this year 
we hir?d a full-time stalf, a fairly large number of people, to monitor 
the summer youth program to be sure that people showed up, that 
they did their job, that they performed* 

I think increasingly people have recognized that this is a potential 
danger and increasing amounts of resources have gone in to prevent it 

The second thing I would say is that if one wants to engage in 
kind of anecdotal evidence, for every so-called leaf raking job or job 
in which nothing of substantial importance is done I can cite you a 
case in which a Government-created job involves day care, a Govern- 
ment-created job involves elderly care, a Government-created job in- 
volves wcathorization, a Government-created job involves creating a 
playground for inner city people to have, In other words, jobs in which 
output of real value is created, in which the people who are engaged 
in that recognize that output of real value is being created, in which 
the job is well supervised, in which people have pride in what they 
are doing, 

Now the question is, which is kind of the more predominant exam- 
ple? Is the one Fve just described the characteristics of more typical, 
or is the so-called leaf raking job that creates bad work habits more 
typical ? 

I can't provide you with hard numbers, but I can tell you that both 
the Labor Department and all the States and all the so-called service 
delivery areas across the country now have put an increasing amount 
of resources in the last 5 or 6 years into monitoring work sites so that 
the pood jobs, the jobs that have real value, are numerically more 
important 

I feel confident that hy and large that is true, I would be a fool to 
tell you that someone can't come up with horror stories, but I can tell 
yon that increasingly large numbers of resources are going into pre- 
venting that, and I can also tell you that there is enough real work 
out there of the day care, elderly care, weathcrizing variety that people 
and communities that are determined to find worthwhile employment 
opportunities can find them, 

So I think that that's a danger of Government iobs, but I think that 
it's a danger that can be avoided and a danger that is by and large 
avoided, 

Representative LrxmtKN, I do believe the JTPA program is far 
bettor than the OETA program; I think the problems we had with 
("ETA probably were more on the side yon first mentioned, and that 
is one of the reasons we moved in the opposite direction, T also served 
on the lonil Hod Cross board in my area and we received grants for 
four CETA employees to tench CPR, which is an interesting thing. 
Ifs good. Hut T wonder if that teaches that person a skill that they 
are going to take somewhere else to work full time, unless they find 
another Red Cross agency that wants to pay someone full time, I 
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always thought it kind of distorted the system. Here we were, not 
wiping to raise the money in our own community to put that priority 
forward, but we were very willing to have the Federal Government 
gives us that money. I'm sure that's a good program, but was that the 
most productive thing that individual could be doing based on the fact 
that the local community didn't think it was worthwhile to raise the 
funds to do that anyway ? 

But I appreciate the efforts that you and others are involved in right 
now with respect to JTPA. 

Mr. Williams, would you comment on it ? 

Mr. Williams. First, before I comment, I would like to answer your 
question. It was not answered. No. 1, 1 would predict that raising the 
minimum wage law would hurt youth in general, but particularly 
black youth. I think the opposition wants to have it both ways. They 
say, well, if you lower it, you're going to hurt black youths; if you 
raise it, you're goinc to hurt black youths. 

So far as these Government jobs, I am disgusted with people who 
support these Government CETA jobs, et cetera, et cetera. What they 
are saying in effect is, well, let's have real jobs for white people anil 
funny jobs that depend on the political arena and who happens to be 
the President of the United States for blacks. As a black person I find 
that despicable. 

I have a lot of contact with the Government jobs. Mv wife's family 
and my family still live in the poor slums of Philadelphia. Some of 
my teenage in-laws about three or four summers aero got some CETA 
employment washing graffiti off the walls around Philadelphia. Phila- 
delphia is in need of graffiti removal, but whether that is a kind of job 
that provides long-range prospects is really a question. 

There is the issue of incentives. Nobody, in the Government or 
Congress or the Senate, has to monitor McDonald's to see to it that 
their employees come to work and work before they get paid. It 
happens in and of itself. Why? Because the incentive structure is 
there. When you are dealing with somebody else's money, when the 
CETA people or the Manpower Training Program people are dealing 
with my money, then they do not have to be as accountable and they 
have a different set of incentives. Many of these Government jobs 
have no application in the market. They teach kids to be hustlers ; they 
teach kids now to avoid, how to shirk the overseer; they teach them 
how to avoid being at the right place at the right time, how to make 
excuses — it turns them into hustlers. Unfortunately, these kinds of 
hustler talents do not have a high payoff in the private market. 

The basic response to your question is that the government employ- 
ment jobs will not be as effectively monitored in order to make sure 
that people develop the right work habits because they do not have 
the incentives. The whole issue is that when you are spending some- 
body else's money you are less careful than when you are spending your 
own money, and I think that our national deficit problem is a very, 
very good example of that. 

Representative Lungrkn. We are just about out of time. Tf either 
one of you would like to make a final wrap-up statement, I'd be happy 
to have it for the record. 
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T just wanted to say that in looking at this question from the outset, 
1 didn't want to have normal hearings where I hear from a panel 
that all agree. I really do think it serves us far better to get different 
points of view on proposals, even though I may share one view rather 
than another. I have found it is sometimes difficult for Members of 
Congress to remember from one hearing to the next the questions that 
wore prompted by one person's testimony and hopefully have it an- 
swered when the opposing view is presented. 

So I want to thank both of you very much for presenting your views. 
We didn't have a lot of commonality of conclusion here, but I think 
it helps to at least very much underscore the different approaches and 
the different opinions reflected on this very difficult issue that Con- 
gross loves to talk about. Pm not sure we have been very successful in 
dealing with it. 

Do either of you have anything you would like to add for the record ? 
Mr. Osterman. Thank you very much. I think it was a very thought- 
ful discussion. 
Representative Lungren. Mr. Williams. 
Mr. Williams. Nothing. 

Representative Lungren. Thank you very much. The committee 
stands adjourned. 

[Whereupon at 12:15 p.m., the committee adjourned, subject to the 
call of the Chair.] 

[The following information was subsequently supplied for the 
record :] 
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IWTHQDUCTIOW 



Hr. Chairman and Committee members, the National Grocers 
Association (N.G.A.) is a national non-profit trade association 
representing 1600 Independent retail grocery firms, 63 retailer-owned 
cooperative warehouses which service over 28,000 independent grocers, 
and 57 state and local food associations • N.G.A. members serve 
consumers In every type of community — urban, rural, suburban and 
inner city — by operating supermarkets, small and medium size 
grocery stores, as well as warehouse and convenience stores • 

The association wishes to commend the Chairman and this 
Committee for holding a hearing on youth employment opportunities and 
the minimum wage, and for providing N.G.A. with the opportunity to 
comment on ways to provide employment opportunities for young people 
during the summer months. My comments today will focus on the effect 
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of the minimum wage on youth employment in the grocery business, as 
well as on the merits of current legislative proposals to provide an 
Incentive for the food distribution industry to hire additional 
youth. 



Since food retailers were first covered as enterprises under the 
Pair Labor Standards Act in 1961, grocers represented by N.G.A. have 
had a closo and continuing Interest In the Impact of this law. 

The retail grocery Industry has traditionally been a large 
employer of teenagers for customer services, including bagging, 
carrying out groceries, retrieving carts, etc. Ar the federal 
minimum wage Increased 46 percent from 1977 through 1981, retail 
grocers had to reconsider whether to retain such employment 
opportunities. Despite a willingness and desire by retail grocers to 
train and employ teeagers, economic conditions decreased teenage 
employment opportunities in food retailing. 

In 1981, the National Association of Retail Grocers of the 
United states (NARGUS) (one of N.G.A. ' s predecessor organizations) 
undertook a survey of retail grocers to evaluate the impact of the 
minimum wage on consumers, employees, and retail grocers. Five 
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nundred and fifty retail grocery enterprises operating 2:55 food 
stores responded to the survey. The retail grocers responding 
employed over 60,000 employees, approximately 52 percent were 
p/irt-time and 48 percent were full-time* The final report was 
submitted to the Minimum Wage Study Commission. Over seventy percent 
of the retail grocers responding decreased the number of teenage 
employment opportunities. 

Under present law, instead of paying the minimum hourly wage or 
decreasing teenage employment opportunities, retail grocers have the 
option of employing full-time students at 85 percent of the minimum 
wage. While there are approximately 179,000 grocery stores in the 
Unltori States, the U.S. Department of Labor estimates that only about 
3,000 focJ stores used the full-time student certificates in 1984, 
down from about 3,700 in 1981. This alternative is inadequate, 
Ineffectual, and a bureaucratic nightmare for retail grocers. 

The regulations on employing full-time students at 85 percent of 
the minimum wage require special certification. Any retail grocery 
employer, including single units and multi-stores, may employ no more 
than six full-time students at 85 percent of minimum wage without 
prior Department of Labor authorization. To employ more than six 
full-time students, applications must be submitted for each store and 
employment may not commence until approval from the Department of 
Labor has been received. 
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A limit of 10 percent of the total monthly hours of all 
employees is imposed for employers seeking to employ more than six 
full-time students, unless a higher percentage monthly allowance can 
be established by historical information. It is difficult for an 
establishment to have a sufficiently high monthly hour total for 
employees to meet the 10 percent limitation. For example, it would 
take 16 , 000 hour* or approximately 100 full-time employees to allow 
employment of 10 full-time students for 40 hours per week during 
vacation poriodo. 

The effect of these paperwork and regulatory burdens has been to 
eliminate the incentive for retail grocers to hire full-time 
students. As a result , retail grocers have curtailed employment 
opportunities for youth. If emoloyment opportunities for teenagers 
are to be expanded Congress must act to eliminate the paperwork and 
red tape. 



Unemployment for teenagers is currently around 19 percent, 
with a black and other minority teenage unemployment rate around 50 
percent, in March 1984 almost 500,000 black teenagers were listed as 
unemployed. Many of these young people are unemployed because they 
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lack the ekille and experience to earn the minimum wage and are 
unable to find jobs even in the summer months, when youth employment 
is at its peak. For example, in July ,983, only 54 percent of all 
white youth and 37 percent of minority youth were able to find jobs. 
Studies estimate that each year of work experience for a young 
individual is associated with a subsequent and permanent increase in 
wages of approximately 10 to 20 percent. 

The Youth Employment Opportunity Wage Act of 1984 (S. 2687 and 
H.R. 5721), which has been introduced by Senator Charles Percy (R-IL) 
and Rep. Ron Packard (R-CA), respectively, is a positive step toward 
creating summer job opportunities for teenagers in the retail food 
industry. The legislation would permit the employment of teenagere 
ages 16 to 19 at $2.50 an hour from May 1 through September 30. It 
would prohibit employers from firing current employees to hire 
teenagers, employers would also be prohibited from lowering the wage 
rate below $3.35 for any youth who has been employed by the employer 
at any time 90 days prior to Hay 1 of each year. The entire program 
would expire in 1987, and the Labor Department would have to 3ubmit a 
report on the effects of a youth wage to Congress. 

The basis of the youth opportunity wage is to provide entry 
level jobs for teenagers. After gaining some work experience, those 
teenarjers will undoubtedly have the same opportunity for advancement 
as other employees. Hiring teenagers to replace experienced 
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managers^ clerks, stockers, and other employees in retail food stores 
does not make economic sense. However, providing a youth opportunity 
wage would enable retail grocers to establish and expand youth 
employment opportunities. 

In addition, teenagers could perform tasks which greatly 
contribute to customer and community relations of a store, such as 
assisting elderly shoppers or women with small children. These tasks 
are often not cost effective under current wage rates and are often 
foregone by retailers in favor ot more essential business functions. 
Stores that provide such shopper services not only retain more 
customers and enjoy greater visibility, but also create job 
opportunities for youth which are not feasible at the current wage 
rate. These young people would gain interpersonal and human resource 
skills in addition to a wage. 



Numerous arguments have been raised against creating a youth 
opportunity wage for teenagers, n,G,A. would like to address some of 
those arguments today. 
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Firnt, that a youth differential will result in employers firing 
older workers and hiring teenagers. As the N.G.A. report indicates, 
increases in the minimum wage have decreased employment opportunities 
that have traditionally been available to teenagers in food 
retailing. In effect, the teenage job market in food retailing is 
shrinking or being eliminated. A youth opportunity wage will reverse 
this trend. The retail grocery members of N.G.A. are not going to 
hire a teenager at a low wage to replace a higher paid employee. The 
key to economic survival in the retail food industry is productivity. 
It makes no sense to fire a productive employee in a position of 
responsibility and hire an employee with little or no experience. 

Besides, if this argument were true, employers today would be 
firing employees earning above the minimum wage by the thousands and 
replacing them with individuals at the minimum wage level. No study 
of the federal minimum wage of which N.G.A. ie aware of has ever 
given serious credence to this theory in practice. Certainly the 
Congress has not been overcome with cries to take action. Prom an 
employee relations point of view an employer who engaged i i such a 
practice would likely jeopardise employee morale, gain ai unfavorable 
reputation, and have trouble attracting prospective employees with 
valuable skills and qualifications. 
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Another argument against the youth opportunity wage is that 
employers will fire teenagers and replace them with new teenagers at 
the youth opportunity wage level. As mentioned earlier, training of 
store personnel is an investment by the employer in the employee for 
the betterment of the business, It takes time and money to train new 
employees. Little, if any f savings would result from continually 
replacing employees. One of the beat assets a retail grocer can have 
is a stable reliable workforce, 

S. 2687 and H.R. 5721 would subject an employer to severe 
penalties for engaging in a pattern or practice of substituting young 
workers earning the youth opportunity wage for older workers earning 
at least the minimum wage, or terminating young employees and 
employing other young employees in order to gain continual advantage 
of the youth opportunity wage. Employers would not only be subject 
to backpay penalties, but also to fines of up to $2,500 for the first 
offense and up to $10,000 for subsequent offenses. The penalties 
provided are a strong deterrent to employer abuse of the youth 
opportunity wage. 
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CONCLUSION 



The youth opportunity wage offers employee an incentive to 
maintain and develop employment for youth. Continuing and persistent 
high unemployment of America's youth denies a vital private sector 
work experience. The advancement of our nation's productivity 
requires a commitment to providing as many teenagers as possible the 
responsibilities and benefits of employment. N.G*A. supports the 
youth opportunity wage and will work toward accomplishing the goal of 
expanding teenage employment. N.G.A. wishes to thank the Committee 
for the opportunity to testify in support of the youth opportunity 
wage. 
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